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INTERNATIONAL FINANCE CORPORATION

Page 1

CONSOLIDATED CONDENSED BALANCE SHEETS

as of December 31, 2007 (unaudited) and June 30, 2007 (unaudited)

(US$ millions)
Decaember 31 June 30
{As restated)
Assets
Cash and due FFOM DANKS .......cc.corviiricirnesirese s rsres e eresteersseereeseesrensssranssscnacsemsssennearan $ 285 $ 382
Time deposits .......ccooeveieicvevenrvrennnes 6,365 4979
Trading securities 12,798 14,297
Securities purchased under resale agreemMents ...........coocevciininiriiie e e ccer e e 222 230
Investments - Note C
Loans ($22 - December 31, 2007 and %0 - June 30, 2007 at fair value} {net of
reserves against losses of $837 - December 31, 2007 and $832 - June 30, 2007) ........ 12,988 11,818
Equity investments ($6,121 - December 31, 2007 and $0 - June 30, 2007 at fair value) ..... 8,305 3,245
DEbE SEOUMLIES ..oeiieeiieecisirr e rre s rrs s s ts e eie s ne s re s e e n e ss b e abssabesas b enaass beaesnrnesrnesarn 1,472 733
Total INVESHTMENES ..ocviirer e st es s r s s s b s be s bbb eaas s ree v rnesnsmnsnes 22,765 15,796
DErVALIVE BSSEES ..oeviicciiii s b s oo e ran e e e 1,534 1,151
Receivables and other @SSetS ... s eerrnr s res e e s e srseaesransm s e e resennresaes 3,780 3764
TOAE @SOS ....vovrire e e e e e e e en et § 47,749 $ 40,599
Liabilities and capital
Liabilities
Securities sold under repurchase agreemenis and payable
for cash collateral recaiVEd ..........ccvoo v icrr et ne s es s ss e s as e ner prnr e erane s 5,904 $ 4,973
Borrowings outstanding
From market scurces ($17.557 - December 31, 2007 and
$0 - June 30, 2007 at faIr VAIWE)Y ..ov.cvieecirecec e cenvniarcseeerereerer e e e e e enee e reccansmean 15,817
From Intemnational Bank for Reconstruction and Development .... 62
Total DOIMOWINGS ....vvoeeeieiieicecee it en et e es s ans s en s 15,879
Derivative IBDIlIHES ...........ooviieirieeiri e et eea st ss s s rs s e sresensessseessran rreens e enare e nan s 1,285
Payables and other HABIIHES ..........cverve e vrs s at s res srenn s 4,445
TOAI HADIIIES .......c.cveeiireeeteereerires e e seee s ees s ree e rmsesee s eesmneanestevarorabesrnesesnsrsmnaseeneenen 26,582
Capital
Capital stock, authorized 2,450,000 shares of $1 000 par value each
Subscribed ., v v rvererarene e eee et naabeeneene 2,366 2,366
Less: Portion not yet pald 1 1)
Total capital SIOCK ..ot e e 2,365 2,365
Accumulated other compreRensive INCOMB .........cocovcvvimrinernerr e are e rme e e 4,347 442
REL3INEE BAMINGS ...ocviieeii ittt e st css s r s s s en s e e s an s as e e arsnasnsmssbssamssnns st 12,970 11.210
TOMAN CBPIAL ...ty e e e e et et e e p b e gt e mennen 19,682 14,017
Total liabilities and capital ... e s 47,749 ] 40,599

The notes to consoclidated condensed financial statements are an integral part of these statements.
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INTERNATIONAL FINANCE CORPORATION

CONSOLIDATED CONDENSED INCOME STATEMENTS

for each of the three and six months ended December 31, 2007 (unaudited) and December 31, 2006 (unaudited)

(US$ millions)
Three months ended Six months ended
December 31, December 31,
2007 2006 2007 2006
(As restated) (As restated)
Interest and financial fees from loans and debt secunties ...........cccvveenerireennns $ 298 % 296 $ 593 §$ 533
Income from liquid asset trading activities - Note B .....ccovveeviceeeceeeeee e 235 111 488 357
Charges On DOIMOWINGS .....cciveciicriiitiiie e s sr s ressrtes st s s e sneeerreeesenn s beanaseenns (215) {205) (420) (400)
Income from equity investments - NOte E ..o ev vttt 491 1,100 975 1,757
{Provision for} release of provision for losses on loans and guarantees - Note C ., 20 {20) {1} 29
Income from loans, equity investments, debt securities and liquid
asset trading activities, after (provision for) release of provision
for losses on loans and QUANANEEES..........o..covvirrerrrnriees s emsse s emsesarssieans 829 1,282 1,635 2,276
Other income
SEIVICE FBES ..iiitiieicririer et rcrvir e r s e s re s v e s ra e e sr s en e nnaeeare et 15 10 29 21
[T T O O RSO 16 14 26 20
Total Other INCOME ... e ee st s H 24 55 5]
Other expenses
AAMINISIrative BXPENSES .....cooiii i rr e e s e ee s e s st aes s ar s m s sasbssesns 148 126 286 243
Expense from pension and other postretirernent benefit plans ............ - 4 - 7
Foreign currency transaction losses (gains) on non-trading activities .. 26 {2) 53 3
L0147 TSSO U TS ORTTRR 3 2 6 2
Total other @XPeNSES ... b e 177 130 345 249
Income before expenditures for advisory services, expenditures for
performance-based grants and net gains {losses) on other
non-trading financial instruments accounted for at fair value................. 683 1,176 1,345 2,068
Expenditures for advisory senvices - Note H.........ccocverinrernrmernamnesc e ineniinss e (13) (17 (48) (39)
Expenditures for performance-based grants - Note H.......c...coccrvvevveine e {1} - (1) -
Income before net gains (losses) on other non-trading financial
instruments accounted for at fair value ..........c....cev e ciisvine e 669 1,159 1,296 2,029
Net gains (losses) on other non-trading financial instruments
accounted for at fair value - NOIE F ... ene e v et en s anssen 35 (69) 29 (39)
NOL INCOMB. ..ot rerrer i e s seas e st n b e b en b sn e mntsse seeseemne B 704 3 1,090 5 1,325 3 1,930

The notes to consolidated condensed financial statements are an integral part of these statemenis.
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INTERNATIONAL FINANCE CORPCRATION

CONSOLIDATED CONDENSED STATEMENTS OF
COMPREHENSIVE INCOME

for each of the three and six months ended December 31, 2007 (unaudited) and December 31, 2006 (unaudited)

(US$ millions)
Three months ended Six months ended
December 31, December 31,
2007 2006 2007 2006
(As restated) (As restated)
NEEINCOMIG ..ot cee e en e e e et e e e e s e enn s e e rererents $ 704 § 1,090 $ 1,325 § 1,990
Other comprehensive income
Unrealized gains on debt securities accounted for as available-for-sale ........... 10 14 38 18
Unrealized gains on equity investments accounted for as available-for-sale ..... 184 - 943 -
Unrecognized net actuarial gains and
unrecognized prior service credits on benefit plans .......oocvvevveeeeiiceeceeees - - 1 -
Translation adjustments on investments accounted for under the equity method - 2 - 2
Total comprehensive INCOME ... . 898 & 1,106 3 2,307 § 2,010

The notes to consolidated condensed financial statements are an integral part of these statements.
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CONSOLIDATED CONDENSED STATEMENTS OF

CHANGES IN CAPITAL

for each of the six months ended December 31, 2007 (unaudited} and December 31, 2006 (unaudited)

{USS millions)

Retained eamings

Accumulated
other
comprehensive
Undesignated Designated Total income

(As restated) {As restated) (As restated) (As restated)

At June 30,2007 ...........oeieiviieniinnes $ 10,604 § 606 $11,210 §$ 442
Cumulative effect of adoption of
SFAS No. 157 -Note L .......oovvvvnne 2,925
Cumulative effect of adoption of
SFAS No. 159-Note L ........ccuvveee. 435 435 (2)

At June 30, 2007 after cumulative
effect adjustments ....................... $ 11,039 § 606 $11645 § 3,365

Six months ended December 31, 2007

Netincome ...........ocooiveeneevieieeeeee 1,325 1,325
Other comprehensive income ..........., g82
Expenditures against designated
retained eamings -Note H ............ 49 (49)
Designations of
retained eamings - Note H ........... (870) 870
At December 31,2007 ...................... s 11,543 § 1427 §$ 12970 § 4,347
AtJune 30,2006 ..................cceeeeeenls $ 7868 $§ 852 §$ 8720 $ 57

Six months ended December 31, 2006

Net Ineome .....oocovveniiienere e, 1,990 1,990
Other comprehensive income ............ 20
Expenditures against designated
retained eamings - Note H ............ 39 (39} -
At December 31,2006 ...................... 3 9897 & ___ 813 $10710 § 77

! Capital stock includes payments received on account of pending subscriptions.

Capital

stock * Total capital

{As restated) (Bs restaied)
$ 2365 $ 14,017
2,925

433

$ 2365 $ 17,375
1,325

982

$__2365 § 19,682
$ 2384 $ 14141
1,990

20

3 2364 $ 13151

The notes to consolidated condensed financial statements are an integral part of these statements.
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CONSOLIDATED CONDENSED STATEMENTS OF CASH FLOWS

for the six months ended December 31, 2007 (unaudited) and December 31, 2006 (unaudited)

(USSE millions)
2007 —__ 2006
{As restatad)
Cash flows from loans and equity investment activities
LOAN dISHUMSEIMENTS .....ocveciiiricierisiec s st st eer st esas st sss s st sesssn s ses e asabernssaesnereone B (2,322) $ (2,630}
Equity dishursements .................. ettt et e aete e ng et s en g e e renns (911} (392)
Investments in debt securities ..... e eeNe e e et e e aa e e e ran e ena b an s (719) (193)
Loan repayments .........ccccooveeinne 1,408 1,273
Equity redemptions .........ccccoeeveivemvinerceecrens 9 1
Debt securities repayments....... 2 2
Sales of equity investments ...... . 808 1,853
Sales of debt SECUMLIES .......c.cocecccviireivrre v a7 -
Net cash (used in) provided by investing activities ..............ccccco e, {1,688) 14
Cash flows from financing activities
Drawdown OF DOITOWINGS ..o e e b e e s b sss b 2,707 1,025
Repayment of borrowings .......... (1,204} {335)
Net cash provided by ﬂnanclng actlvities 1,503 690
Cash flows from operating activities
Netincome . 1,325 1,990
Adjustments to reconc:le net mcome to net cash prov:ded by (used |n) operatlng actlvmes:
Realized capital gains on @QUIY SAIES ... iveeei e et bae (608) (1,607)
Unrealized gains on equity investments at fair value ... (i21) -
Income from investments accounted for under the equity method ...........ocooenieeiiiciiiceeen. - 30 |
Equity investment impaiment WAB-QOWNS ........cccieiiieeriesiaisseersesiesesees s eeeeseereesesee e seeseenn 24 21 |
Pravision for (release of provision for) losses on loans and guarantees ... 1 (29)
Foreign currency transaction lossas (gains) on non-trading activiies .........cccccceeeeeeeeeenen. 53 3)
Net losses (gains) on cther non-trading financial instruments accounted for at fair value... . (29) 39
Change in accrued income on loans, time deposits and securnities ..... (53) 236
Change in payables and other liabilities . (235) 1,001
Change in receivables and other assets . {1,061) {650)
Change in trading securities and secuntres purchased and sold under
resale and repurchase agreements .. {1,976}
Net cash provided by (used in) operatmg activitles (948)
Change in cash and cash qUIVAIENES ...........cccceeciciicci e et eeee e s mneas (244)
Effect of exchange rate changes on cash and cash equivalents .............. . {21)
Net change in cash and cash equivalents .................cccoeevvveneenas (265)
Beginning cash and cash equivalents .............c.ccoeeoeviiceiiiicicceeeeeeee s 3,118
Ending cash and cash equIVaIeNts ................ccoevvermiimivniesr s iensnanss § 2853
Composition of cash and cash equivalents
Cash and due froM banks ... st mrne s e ee 285 5 301
Time deposits ..........ccccoccecieecirninninns 6,365 2,552

Total cash and cash equivalents

Supplemental disclosure
Change in ending balances resulting from exchange rate fluctuations:

Loans outstanding (219)
BOIMOWINGS ..o.ovevevreeevrvenieenrieenns 483
Charges on bomrowings Paid, NEL ... sisiastsststesmeseesseseseeseeeaesne waanereme aenans 408

The notes to consolidated condensed financial statements are an integral part of these statements.

s (122)
214
359
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INTERNATIONAL FINANCE CORPORATION

NOTES TO CONSOLIDATED CONDENSED FINANCIAL
STATEMENTS (UNAUDITED)

PURPOSE

The Intemational Finance Corporation (IFC), an international organization, was established in 1956 to further economic development in its
member countries by encouraging the growth of private enterprise. IFC is a member of the World Bank Group, which also includes the
intemnational Bank for Reconstruction and Development (IBRD), the Intemational Development Association (IDA), and the Multilateral
Investment Guarantee Agency (MIGA). IFC's activities are closely coordinated with and complement the overall development objectives of the
other World Bank Group institutions. IFC, together with private investors, assists in financing the establishment, improvement and expansion of
private sector enterprises by making loans and equity investments where sufficient private capital is not otherwise available on reasonable
terms. IFC's share capital is provided by its member countries. It raises most of the funds for its investment activities through the issuance of
notes, bonds and other debt securities in the international capital markets. IFC also plays a catalytic role in mobilizing additional project funding
from other investors and lenders, either through cofinancing or through loan participations, underwritings and guarantees. In addition te project
finance and resource mobilization, IFC offers an array of financial and technical advisory services to private businesses in the developing world
to increase their chances of success. It also advises govemments on how to create an environment hospitable to the growth of private
enterprise and foreign investment.

NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING AND RELATED POLICIES

The consolidated condensed financial statements include the financial statements of IFC and three variable interest entities (VIEs) (see Note K).
The accounting and reporting policies of IFC conform with accounting principles generally accepted in the United States of America (US GAAP).

Consolidated condensed financial statements presentation ~ Certain amounts In the prior years have been reclassified to conform to the
current year's presentation.

The consolidated condensed financial statements are presented in a manner consistent with IFC's audited consolidated financial statements as
of and for the year ended June 30, 2007 and, in the opinion of the management, all adjustments {consisting generally of normal recurring
accruals) necessary for a fair presentation of the financial position and the resulls of operations for the inlerim pericds have been made. The
consolidated condensed balance sheet as of June 30, 2007, included for comparative purposes only, is derived from those audited consolidated
financial statements. For further information, refer to the consalidated financial statements and notes thereto included in IFC’s Annual Report for
the fiscal year ended June 30, 2007.

The results of operations for interim perlods are not necessarily indicative of results to be expected for the year ending June 30, 2008.

Use of estimates — The preparation of the consolidated condensed financial staterments requires management to make estimates and
assumptions that affect the reported amounts of assets and liabiliies and disclosure of contingent assets and liabilities at the date of the
consolidated condensed financial statements and the reported amounts of income and expense during the reporting periods. Actual results
could differ from these estimates. A significant degree of judgment has been used in the determination of: the adequacy of the reserve against
losses on loans and impaiment of equity investments; estimated fair values of all derivative instruments and related financia! instruments in
qualifying hedging relationships; and net periodic pension income or expense. There are inherent risks and uncertainties related to IEC's
operations. The possibility exists that changing economic conditions could have an adverse effect on the financial position of IFC.

IFC uses intemal models to determine the fair values of derivative and other financial instruments and the aggregate level of the reserve against
losses on loans and impairment of equity investments. IFC undertakes continuous review and respecification of these models with the objective
of refining its estimates, consistent with evolving best practices appropriate to its operations. Changes In estimates resulting from refinements in
the assumptions and methodologies incorporated in the models are reflected In net income in the period in which the enhanced models are first
applied. See Note L for more information on IFC's use of fair value measurements.

Fair Value Option and Fair Value Measurements - IFC adopted the Financial Accounting Standards Board's (FASB) Statement of Financia!
Accounting Standards (SFAS) No. 159, The Fair Value Option of Financial Assets and Financial Liabilities (SFAS No. 159 or the Fair Value
Option) as of July 1, 2007 and elected to apply the Fair Value Option to the following financial assets and financial liabilities existing at the time
of adopticn and entered into during the three and six months ended December 31, 2007:
(i) direct equity investments in which IFC has significant influence and ioans to such investees;
(if) direct equity investments representing 20 percent or more ownership but in which IFC does not have significant influence and certain
investments in Limited Liability Partnerships (LI.Ps) and Limited Liability Corporations (LLCs) that maintain specific ownership accounts
and loans to such investees; and
(iii} all market borrowings, except for such borrowings having no associated derivative instruments.

The reasons for electing the Fair Value Option for these financial assets and financial liabilities and more information about the adoption of
SFAS No. 159 are discussed in more detail in Note L.

IFC also adopted SFAS No. 157, Fair Value Measurements (SFAS No. 157) effective July 1, 2007. SFAS No. 157 defines fair value, establishes
2 framework for measuring fair value and a fair value hierarchy that prioritizes inputs to valuation techniques used to measure fair valye.
Pursuant to the adoption of SFAS No. 157, IFC now reports equity investments that are listed in markets that provide readily determinable fair
values at fair value, with unrealized gains and losses being reporied in other comprehensive income. Further disclosures of fair value
measurements are provided in Note L.
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INTERNATIONAL FINANCE CORPORATION

NOTES TO CONSOLIDATED CONDENSED FINANCIAL
STATEMENTS (UNAUDITED)

Transiation of cumrencies — Assets and liabiliies not denominated in United States dollars (US dollars or $), other than disbursed equity
investments, are expressed in US dollars at the exchange rates prevailing at December 31, 2007 and June 30, 2007. Disbursed equity
investments, other than those accounted for at fair value are expressed in US dollars at the prevailing exchange rates at the time of
disbursement. Income and expenses are recorded based on the rates of exchange prevailing at the time of the transaction. Transaction gains
and losses are credited or charged to income.

Loans - iFC originates loans to facilitate project finance, restructuring, refinancing, corporate finance, and/or other developmental objectives.
Loans are recorded as assets when disbursed. Loans are generally carried at the principal amounts outstanding adjusted for net unamortized
loan crigination costs and fees. It is IFC's practice to obtain collateral security such as, but not limited to, morigages and third-party guarantees.
Effective July 1, 2007, certain loans are carried at fair value in accordance with the Fair Value Option as noted above (Note L).

IFC enters into loans with income participation, prepayment and conversion features; these features are accounted for in accordance with
Staternent of Financial Accounting Standards (SFAS) No. 133, Accounting for Derivative Instruments and Hedging Activities as amended to the
extent they meet the definition of a derivative and are not considered to be clearly and closely related to their host loan contracts.

Revenue recognitfon on loans - Interest income and commitment fees on loans are recorded as income on an accrual basis. Beginning in the
year ended June 30, 2008, IFC began amortizing net lcan crigination costs and fees over the estimated life of the originated loan to which the
fees relate. Prior to the year ended June 30, 2008, loan erigination costs were expensed as incurred, and loan origination fees were recognized
as income when received. The net of loan origination fees and loan origination costs was considered insignificant. Prepayment fees are
recorded as income when received in freely convertible currencles.

IFC does not recognize income on loans where collectibility is in doubt or payments of interest or principal are past due more than 60 days
unless management anticipates that collection of interest will occur in the near future. Any interest accrued on a loan placed in nonaccrual status
is reversed out of income and is thereafter recognized as income only when the actual payment is received. Interest not previously recognized
but capitalized as pant of a debt restructuring Is recorded as deferred income, included in the consolidated condensed balance sheet in payables
and other liabilities, and credited to income only when the related principal is received. Such capitalized interest is considered in the
computation of the reserve against losses on leans in the consolidated condensed batance sheet.

Reserve against losses on loans — {FC recognizes impaiment on loans not carried at fair value in the consolidated condensed balance sheet
through the reserve against losses on loans, recording a provision or release of provision for losses on loans in net income on a quarterly basis,
which increases or decreases the reserve against losses on icans. Individually impaired loans are measured based on the present value of
expected future cash flows to be received, observable market prices, or for loans that are dependent on collaterat for repayment, the
estimated fair value of the collatera!,

Management determines the aggregate level of the reserve against losses on loans, taking into account established guidetines and its
assessment of recent portfolio quality trends. The guidelines include intemal country and loan risk ratings, and the impairment potential of the
loan portfolio based on IFC’s historical portfolio loss experience on mature loans.

The reserve against losses on loans reflects estimates of both probable losses already identified and probable fosses inherent in the porifolic but
nat specifically identifiable. The determination of identified probable losses represents management's judgment of the creditworthiness of the
borrower and is established through review of individuatl foans undertaken on a quartery basis. IFC considers a loan as impaired when, based
on current information and events, it is probable that (FC will be unable to collect all amounis due according to the loan's contractual terms,
Unidentified probable losses are the expected losses over a three-year risk horizon, in excess of identified probable losses. The risks inherent in
the portfolio that are considered in determining unidentified probable losses are those proven to exist by past experience and indude: country
systemic risk; the risk of correlation or contagion of losses between markets; uninsured and uninsurable risks; nonperformance under
guarantees and support agreements; and opacity of, or misrepresentation in, financial statements.

Loans are written-off when IFC has exhausted all possible means of recovery, by reducing the reserve against losses on loans. Such reductions
in the reserve are offset by recoveries associated with previously written-off loans.

Equity investments — IFC invests for cusrrent income, capital appreciation, developmental impact, or all three; IFC does not seek to take
operational, controlling, or strategic equity positions within its investees. Equity investments are acquired through direct ownership of equity
instruments of investees, as a limited partner in LLP and LLC, and/or as an investor in a private equity fund,

Revenue recognition on equity investments - Effective July 1, 2007, equity investments which are listed in markets that provide readily
determinable fair values are accounted for as available-for-sale securities at fair value with unrealized gains and losses being reported in other
comprehensive income in accordance with SFAS No. 115, Accounting for certain investments in Debt and Equity Securities. As noted above
under “Fair Value Option and Fair Value Measurements™, also effective July 1, 2007, direct equity investments in which IFC has significant
influence, direct equity investments representing 20 percent or more ownership but in which IFC does not have significant influence and cerain
investments in LLPs and LLCs that maintain specific ownership accounts are accounted for at fair value under the Fair Value Option, Direct
equity investments in which IFC does not have significant influence {(and prior to July 1, 2007 certain investments representing more than 20%
ownership} and which are not listed in markets that provide readily determinable fair values are carried at cost less impairment.
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INTERNATIONAL FINANCE CORPORATION

NOTES TO CONSOLIDATED CONDENSED FINANCIAL
STATEMENTS (UNAUDITED)

Prior to July 1, 2007, IFC's investments in companies where it had significant influence and certain investments in LLPs and LLCs that maintain
specific ownership accounts were accounted for under the equity method.

IFC’s investments in certain private equity funds in which IFC is deemed to be the Primary Beneficiary of a VIE, as the presumption of control by
the fund manager or the general partner has been overcome, are fully consclidated into IFC’s books. Certain equity investments, for which
recovery of invested capital is uncertain, are accounted for under the cost recovery method, such that receipts of freely convertible currencies
are first applied to recovery of invested capital and then to income from equity investments. The cost recovery method is principally applied to
IFC's investments in its 0il and gas unincorporated joint ventures (UJVs). IFC’s share of conditional asset retirement obligations related to
investments in UJVs are recorded when the fair value of the obligations can be reasonably estimated. The obligations are capitalized and
systematically amortized over the estimated economic useful lives.

Unrealized gains and losses on equity investments accounted for at fair value under the Fair Value Option are reported in income from equity
investments on the consolidated condensed income statement. Unrealized gains and losses on equity investments listed in markets that
provide readily determinable fair values are reported in other comprehensive income.

Dividends and profit participations received on equity investments are generally recorded as income when received in freely convertible
currencies. Realized capital gains on the sale or redemption of equity investments are measured against the average cost of the investments
sold and are generally recorded as income in income from equity investments when received in freely convertible currencies. Capital losses are
recognized when incurred.

IFGC enters into put and call option and warrant agreements in connection with equity investments; these are accounted for in aceordance with
SFAS No. 133, Accounting for Denfvative Instruments and Hedging Activities as amended to the extent they meet the definition of a derivative.

Impairment of equity investments — Equity investments accounted for at cost less impairment are assessed for impairment each quarter,
When an impairment is identified and is deemed to be other than temporary, the equity investment is written down to the impaired value, which
becomes the new cost basis in the equity investment. Impaimment losses are not reversed for subsequent recoveries in value of the equity
investment until it is sold.

Debt securities — Debt securities in the investment portfolio are classified as available-for-sale and carried at fair value on the consolidated
condensed balance sheet with unrealized gains and losses included in accumulated other comprehensive income until realized. Interest on
debt securities is included in interest and financial fees from loans and debt securities on the consolidated condensed income statement.

IFC invests in certain debt securities with conversion features; these features are accounted for in accordance with SFAS No, 133, Accounting
for Derivative Instruments and Hedging Activities as amended to the extent they meet the definition of a derivative,

Guarantees — IFC extends financial guarantee facilities 1o its clients to provide credit enhancement for their debt securities and trade
obligations. IFC offers partial credit guarantees to clients covering, on a risk-sharing basis, dient ebligations on bonds and/or loans. Under the
terms of IFC's guaranlees, IFC agrees to assume responsibility for the client’s financial obligations in the event of default by the client (i.e.,
failure to pay when payment is due). Guarantees are regarded as issued when IFC commits to the guarantee. Guarantees are regarded as
outstanding when the underlying financial obligation of the client is incurred, and this date is considered to be the “inception” of the guarantee.
Guarantees are regarded as called when IFC’s obligation under the guarantee has been invoked, There are two liabilities associated with the
guarantees: (1} the stand-ready obligation to perform and (2) the contingent liability. The stand-ready obligation to perform is recognized at the
inception of the guarantee unless a contingent liability exists at that time or is expected to exist in the near term. The contingent liability
associated with the financial guarantee is recognized when it is probable the guarantee will be called and when the amount of guarantee called
can be reasonably estimated. All liabilities associated with guarantees are included in payables and other liabilities, and the recsivables are
included in other assets on the consciidated condensed balance sheel. When the guarantees are called, the amount disbursed is recorded as a
new loan, and specific reserves against losses are established, based on the estimated probable loss. These reserves are included in the
reserve against losses on loans on the consolidated condensed balance sheet. Guarantee fees are recorded in income as the stand-ready
obligation to perform is fulfilled. Commitment fees on guarantees are recorded as income on an accrual basis.

Designations of retained eamings — Beginning in the year ended June 30, 2004, IFC established funding mechanisms for specific purposes
through designations of retained eamings. In the year ended June 30, 2005, IFC established a funding mechanism for performance-based
grants (PBG) through a designation of retained eamings. Further, in the year ended June 30, 2008, IFC also designated retained eamings for
grants to |DA for use by IDA in the provision of grants to further IFC's mandates in certain |DA member countries. Total designations of
retained eamings are determined based on IFC’s annual income before expenditures against designated retained eamnings and net gains and
losses on other non-trading financial instruments accounted for at fair value in excess of $150 million, and contemplating the financial capacity
and strategic priorities of IFC,
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Expenditures resulting from such designations are recorded as expenses In IFC's consolidated condensed income statement in the year in
which they occur, also having the effect of reducing the respective designated retained eamings for such purposes, Expenditures are deemed
to have occurred when IFC has ceded control of the funds to the recipient. If the recipient organization is deemed to be controlled by IFC, the
expenditure is deemed to have occurred only when the recipient organization expends the funds to a non-related party. On occasion, recipient
organizations which are deemed to be controlled by IFC will acquire certain investment assets other than cash. These investments have had
no material impact on IFC's financial position, results of operations, or cash flows. In such cases, IFC includes those assets on its
consolidated condensed balance sheet, where they remain until the recipient organization disposes of or transfers the asset or IFC is deemed
to no longer be in control of the recipient organization. Investments resulting from such designations are recorded on IFC's consolidated
condensed balance sheet in the year in which they occur, also having effect of reducing the respective designated retained eamings for such
purposes.

Liquid asset portfolic — IFC's liquid funds are invested in government, agency and govemment-sponsored agency obligations, time deposits
and asset-backed, including mortgage-backed, securities. Govemment and agency obligations include long and short positions in highly rated
fixed rate bonds, notes, bills, and other obligations issued or unconditionally guaranteed by governments of countries or other official entities
including government agencies and instrumentalities or by multilateral organizations. The liquid asset portfolio, as defined by IFC, consists of:
time deposits and securities; retated derivative instruments; securities purchased under resale agreements, securities sold under repurchase
agreements and payable for cash collateral received; receivables from sales of securities and payables for purchases of securities; and related
accrued income and charges.

Securities and related derivative instruments within IFC's liquid asset portfolio are classified as trading and are carried at fair value with any
changes in fair value reported in income from liquid asset trading activities. [nterest on securities and amortization of premiums and accretion of
discounts are also reported in income from liquid asset trading activities.

IFC classifies cash and due from banks and time deposits (collectively, cash and cash equivalents) as an element of liquidity in the consolidated
condensed statement of cash flows because they are generally readily convertible to known amounts of cash within 80 days of acquisition.

Repurchase and resale agreements ~ Repurchase agreements are contracls under which a party sells securities and simultaneously agrees
to repurchase the same securities at a specified future date at a fixed price. Resale agreements are confracts under which a party purchases
securities and simultaneously agrees 1o resell the same securities at a specified future date at a fixed price.

Itis IFC’s policy to take possession of securities purchased under resale agreements, which are primarity liquid govemment securiies. The
market value of these securities is monitored and, within parameters defined in the agreements, additional collateral is obtained when their value
declines. IFC also monitors its exposure with respect to securities sold under repurchase agreements and, in accordance with the terms of the
agreements, requests the return of excess securities held by the counterparty when their value increases.

Repurchase and resale agreements are accounted for as collateralized financing transactions and recorded at the amount at which the
securities were acquired or sold plus accrued interest.

Borrowings — To diversify its access to funding and reduce its borrowing costs, IFC bomows in a varety of currencies and uses a number of
borrowing structures, including foreign exchange rate-linked, inverse floating rate and zero coupon notes. Generally, IFC simultaneously
converts such borrowings into variable rate US dotlar borrowings through the use of cutrency and interest rate swap transactions. Under certain
outstanding borrowing agreements, IFC is not permitted to mortgage or allow a lien to be placed on its assets (other than purchase money
security interests) without extending equivalent security to the holders of such borrowings.

Effective July 1, 2007, substantially all borrowings are carried at fair vale under the Fair Value Option with changes in fair value reported in net
gains and losses on other non-trading financial instruments accounted for at fair value on the consclidated condensed income statement

Pricr to July 1, 2007, where borrowings were part of a designated hedging relationship employing derivative instruments, the carrying amount
was adjusted for changes in fair value attributable to the risk being hedged. Adjustments for changes in fair value attributable to hedged risks
were reported in net gains and losses on other non-trading financial instruments accounted for at fair value in the consolidated condensed
income statement. Interest on borrowings and amorlization of premiums and accretion of discounts are reported in charges on borrowings. Al
other borrowings were recorded at the amount repayable at maturity, adjusted for unamortized premiums and unaccreted discounts.

Risk management and use of derivative instruments ~ IFC enters into transactions in various derivative instruments for financial risk
management purposes in connection with its principal business activities, induding lending, client risk management, borrowing, liquid asset
portfolio management and asset and liability management.

All derivative instruments are recorded on the consclidated condensed balance sheet at fair value as derivative assets or derivative liabilities.
Where they are not clearly and closely related to the host contract, certain derivative instruments embedded in loans, equity investments, and
market borrowing transactions entered into on or after January 1, 1999, are bifurcated from the host contract and recorded at fair value as
derivative assets and liabilities. The value at inception of such embedded derivatives is excluded from the carrying value of the host contracts
on the consolidated condensed balance sheet. Changes in fair values of derivative instruments used in the liquid asset portfolic are recorded in
income from liquid asset trading activities. Changes in fair values of derivative instruments other than those in the liquid asset portfolio
management activities are recorded in net gains and losses on other non-trading financial instruments accounted for at fair value.
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Prior to July 1, 2007, subject to certain specific qualifying conditions in SFAS No. 133, as amended, a derivative instrument may have been
designated either as a hedge of the fair value of an asset or liability (fair value hedge), or as a hedge of the variability of cash flows of an asset
or liability or forecasted transaction (cash flow hedge). For a derivative instrument qualifying as a fair value hedge, fair value gains or losses on
the derivative instrument were reported in net gains and losses on other non-trading financial instruments accounted for at fair value, together
with offsetting fair value gains or losses on the hedged item that are attributable to the risk being hedged. For a derivative instrument qualifying
as a cash flow hedge, fair value gains or losses associated with the risk being hedged are reported in other comprehensive income and released
to net income in the period{s} in which the effect on net income of the hedged item is recorded. Fair value gains and losses on derivative
instruments not in the liquid asset portfolio and not qualifying as a hedge were reported in net gains and losses on other non-trading financia!
instruments accounted for at fair valtue.

Prior to July 1, 2007, IFC designated certain hedging relationships in its borrowing activities as fair value hedges. IFC generally matched the
terms of its derivatives with the terms of the specific underlying borrowing hedged, in terms of currencies, maturity dates, reset dates, interest
rates, and other features. However, the valuation methodologies applied to the derivative and the hedged financial instrument differed. The
resulting ineffectiveness calculated for such relationships was recorded in net gains and losses on other non-trading financial instruments
accounted for at fair value in the consolidated condensed income statement.

IFC has not designated any hedging relationships as cash flow hedges and subsequent to June 30, 2007, IFC has not designated any hedging
relationships as fair value hedges.

The risk management policy for each of IFC's principal business activities and the accounting policies particular to them are described below.

Lending activities |FC's policy is to closely match the currency, rate basis, and maturity of its loans and borrowings. Derivative instruments are
used to convert the cash flows from fixed rate US dollar or non-US dollar loans into variable rate US dollars. IFC has elected not to designate
hedging relationships for all lending-related derivatives.

Client risk management activities IFC enters into derivatives transactions with its clients to help them hedge their own currency, interest rate, or
commaodity risk, which, in tum, improves the overall quality of IFC’s loan portfolio. To hedge the market risks that arise from these transactions
with clients, IFC enters into offsetting derivative transactions with matching terms with authorized market counterparties. Changes in fair value
of all derivalives associated with these activities are reflected currently in net income. Fees and spreads charged on these transactions are
recorded in other fees in the consclidated condensed income statement on an accrual basis.

Borrowing activities IFC issues debt securities in various capital markets with the objectives of minimizing its borrowing costs, diversifying
funding sources, and developing member countries’ capital markets, sometimes using complex structures. These structures include borrowings
payable in multiple currencies, or borrowings with principal and/or interest determined by reference to a specified index such as a stock market
index, a reference interest rate, a commodity index, or one or more foreign exchange rates. IFC uses derivative instruments with matching
terms, primarily currency and interest rate swaps, to convert such borrowings into variable rate US dollar obligations, consistent with IFC's
matched funding policy. Prior to July 1, 2007 IFC designated the majority of derivatives associated with borrowing activities as fair value hedges
of the underlying borrowings. There were a small number of fair value-like and cash flow-like hedging transactions for which no hedge
relationships were designated. Effective July 1, 2007, IFC elected to carry at fair value, under the Fair Value Option, all market borrowings for
which a derivative instrument is used to create a fair value-like or cash flow-like hedge relationship. Changes in the fair value of the borrowings,
carried at fair value, and the matching derivatives are both recognized in eamings as those changes occur. Subsequent to June 30, 2007, these
items are no longer designated as hedges.

Liquid asset portfolio management activities IFC manages the interest rate, currency and other market risks associated with certain of the time
deposits and securities in its liquid asset portfolio by entering into derivative transactions to converl the cash flows from those instruments into
variable rate US doltars, consistent with !IFC's matched funding policy. The derivative instruments used include shori-term, over-the-counter
foreign exchange forwards (covered forwards), interest rate and currency swaps, and exchange-traded interest rate futures and options. As the
entire liquid asset portfolio is classified as a trading portfolio, all securities (incuding derivatives) are carried at fair value with changes in fair
value reported in income from liquid assets. Prior to July 1, 2007, no hedging relationships had been designated,

Asset and liabifity management In addition to the risk managed in the context of its business activities detailed above, IFC faces residual market
risk in Its overal! asset and liability management. Residual currency risk is managed by monitoring the aggregate position in each lending
currency and reducing the net excess asset or liability position through spot sales or purchases. Interest rate risk due to reset date mismatches
is reduced by synchronizing the reset dates on assets and liabilities and managing overall interest rate risk on an aggregate basis. tnterest rate
risk arising from mismatches due to writedowns, prepayments and reschedulings, and residual reset date mismatches is monitored by
measuring the sensitivity of the present value of assets and liabilities in each currency to each basis point change in interest rates.

IFC monitors the credit risk associated with these aclivities by careful assessment and monitoring of prospective and actual dlients and
counterparties. In respect of liquid assets and derivatives transactions, credit risk is managed by establishing exposure limits based on the
credit rating and size of the individual counterparty. In addition, IFC has entered into master agreements goveming derivative transactions that
contain close-out and netting provisions and collateral arrangements. Under these agreements, if IFC's credit exposure to a counterparty, on 2
mark-to-market basis, exceeds a specified level, the counterparty must post collateral to cover the excess, generally in the form of liquid
govemment securities.

Loan participations — IFC mobilizes funds from commercial banks and other financial institutions (Participants) by facilitating loan
participations, without recourse. These loan participations are administered and serviced by IFC on behalf of the Participants, The disbursed
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and outstanding balances of loan participations that meet the applicable accounting criteria are accounted for as sales and are not included in
IFC's cansolidated condensed balance sheet. All other loan participations are accounted for as secured borrowings and are included in loans on
IFC's consolidated condensed balance sheet, with the related secured borrowings included in payables and cother liabilities on IFC's
consolidated condensed balance sheet,

Pension and other postretirement benefits - IBRD has a defined benefit Staff Retirement Plan (SRP), a Retired Staff Benefits Plan (RSBP)
and a Post-Employment Benefits Plan (PEBP) that cover substantially all of its staff members as well as the staff of IFC and of MIGA.

The SRP provides regular pension benefits and includes a cash balance plan. The RSBP provides certain health and life insurance benefits to
eligible retirees. The PEBP provides pension benefits administered outside the SRP. All costs assocliated with these plans are allocated
between IBRD, IFC, and MIGA based upon their employees’ respective participation in the plans. In addition, iIFC and MIGA reimburse IBRD for
their share of any contributions made to these plans by IBRD.

The net periodic pension and other postretirement benefit income or expense allocated to IFC is included in income or expense from pension
and other postretirement benefit plans in the consolidated condensed income statement. IFC includes a receivable from IBRD in receivables and
other assets, representing prepald pension and other postretirement benefit costs.

Variable Interest Entities — In January 2003, the FASB issued FASB Interpretation No. 46, Consclidation of Varable Interest Entities - an
interpretation of ARB No. 51 (FIN 46). During December 2003, FASB replaced FIN 46 with FASB Interpretation No. 46, Consolidation of
Variable Interest Entities - an interpretation of ARB No. 51 (FIN 46R). FIN 46 and FIN 46R define certain VIEs and require parties to such
entities lo assess and measure variable interests in the VIEs for the purpose of determining possible consolidation of the VIEs. Variable
interests can arise from financial instruments, service contracts, guarantees, leases or cther armangements with a VIE. An enfity that will
absorb a majority of a VIE's expected losses or expected residual retums is deemed to be the primary beneficiary of the VIE and must include
the assets, liabilities, and results of operations of the VIE in its consolidated condensed financial statements,

IFC has a number of investments in VIEs which it manages and supervises in a manner consistent with other portfolio investments. Note K
provides further details regarding IFC's variable interests in VIEs.

Accounting and financial reporting developments — During the year ended June 30, 2006, IFC changed its accounting principle with respect
to the amortization of loan crigination fees and loan origination costs. Prior to the year ended June 30, 2006, the net of loan origination fees and
costs was considered to be insignificant. Beginning in year ended June 30, 2006, IFC began amortizing loan origination fees and costs on an
effective yield basis.

During the year ended June 30, 2006, the FASB issued SFAS No. 155, Accounting for Certain Hybrid instruments - an amendment of FASB
Statements Nos, 133 and 140 (SFAS No. 155) and SFAS No. 158, Accounting for Servicing of Financial Assels - an amendment of FASB
Statement No. 140 (SFAS No. 156). Both SFAS No. 155 and SFAS No. 156 are effective for fiscal years beginning after September 15, 2008,
which would be the year ending June 30, 2008 for IFC. The adoption of SFAS No. 155 and SFAS No. 156 did not have a material impact on
the financial position, results of operations or cash flow of IFC.

In September 2006, the FASB issued SFAS No. 158, Employers’ Accounting for Defined Benefit Pension and Other Postratirement Plans
(SFAS No. 158). SFAS No. 158 requires employers to recognize on their balance sheet the funded status of their defined benefit
postretirement plans, measured as the difference between the fair value of plan assets and the benefit obligations, and to recognize as part of
Other Comprehensive Income the gains and losses and prior service costs or credits that arise during the period to the extent they are not
recognized as components of the net periodic benefit cost. Additionally, upon adoption, SFAS No. 158 requires the unrecognized net actuarial
gain or loss and the unrecognized prior service cost to be recognized in Accumulated Other Comprehensive Income and that these amounts
be adjusted as they are subsequently recognized as components of net periodic benefit cost, based upeon the curment amortization and
recognition requirements of SFAS No. 87, Employers’ Accounting for Pensions (SFAS No. 87) and SFAS No. 106, Employers’ Accounting for
Postratirement Benefits (SFAS No. 106). SFAS No. 158 was adopted in IFC’s consolidated financial statements as of June 30, 2007.

In November 2006, the FASB ratified the consensus reached by the Emerging Issues Task Force (EITF) on lssue No. 06-9, Reporting a
Change in (or the Elimination of) a Previously Existing Difference Between the Fiscal Year-End of a Parent Company and That of a
Consolidated Entity or Between the Reporting Period of an investor and That of an Equily Method Investee {EITF 06-9). EITF 06-G is effective
for IFC beginning on January 31, 2007. The adoption of EITF No. 06-9 did not have a material impact on the financial position, results of
operations or cash flow of IFC.

In June 2007, the American institute of Certified Public Accountants (AICPA)} issued Statement of Position No. 07-1 (SOP No 07-1),
Clarification of the Scope of the Audit and Accounting Guide Invesiment Companies and Accounting by Parent Companies and Equity Method
Investors for Investments in Investment Companies. SOP No. 07-1 provides guidance for determining whether an entity is within the scope of
the AICPA Audit and Accounting Guide for Investment Companies (the Guide). Investment Companies that are within the scope of the Guide
report investments at fair value. On October 17, 2007, FASB decided 1o defer indefinitely the effective date of SOP No. 07-1. IFC continues to
evaluate the provisions of SOP No. 07-1.

In addition, during the six months ended December 31, 2007, the FASB issued and/or approved various FASB Staff Positions, EITF Issues
Notes, and other interpretative guidance related to Statements of Financial Accounting Standards and Accounting Principies Board (APB)
Opinions. IFC analyzed and implemented the new guidance, as appropriate, with no material impact on either the financial position, results of
operations or cash flows of IFC.,
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NOTE B - INCOME FROM LIQUID ASSET PORTFOLIO

ncome from the liquid asset trading portfolio for the three and six months ended December 31, 2007 and 2006 comprise (US$ millions);

Three months ended Six months ended
December 31, December 31,
2007 2006 2007 2006
Interest income 178 124 350 323
Net gains (losses) on trading activities:
Realized 37 27 21 9
Unrealized 15 (39) a7 24
Net gains (losses) on trading aclivities 52 (12) 118 a3
Foreign currency transaction gains (losses) 5 (1) 20 1
Total income from liquid assset portfolio 3 235 § 111 3 488 $ 357

NOTE C - INVESTMENTS

Investments at December 31, 2007 and June 30, 2007 comprise of the following (US$ millions);

December 31, 2007 June 30, 2007
Loans
Loans at amortized cost $ 13,803 $ 12,650
Less: Reserve against losses on loans (837) {832)
Net loans 12,966 11,818
Loans at fair value (outstanding principal balance $23 - December 31, 2007, $0 - June 30, 2007) 22 -
Total Loans 12,988 11,818
Equity investments
Equity investments at cost less impairment 2,184 2,699
Equity method investments (cost $0 - December 31, 2007, $268 - June 30, 2007) - 546
Equity investments accounted for at fair value as available-for-sale
{cost $1,130 - December 31, 2007, $0 - June 30, 2007) 4,997 -
Equity investments accounted for at fair value in accordance with the Fair Value Option
{cost $441 - December 31, 2007, $0 - June 30, 2007) 1,124 -
Total equity investments 8,305 3,245
Debt securities
Debt securities at fair value {amortized cost $1,302- December 31, 2007, $562 - June 30, 2007} 1472 733
Total investments $ 22765 $ 15796

Loans cn which the accrual of interest has been discontinued amounted to $424 million at December 31, 2007 ($378 million - June 30, 2007).
Interest income not recognized on nonaccruing loans during the three months ended December 34, 2007 totaled $31 million ($36 million - three
months ended December 31, 2006} and $42 million during the six months ended December 31, 2007 ($47 million - six months ended December
31, 2006). Interest collected on loans in nonaccrual status, related to current and prior years, during the three months ended December 31, 2007
was $4 million ($12 million - three months ended December 31, 2006) and $7 million during the six months ended December 31, 2007 ($13
million - six months ended December 31, 2006).

Changes In the reserve against losses on loans for the six months ended December 31, 2007 and the year ended June 30, 2007 are
summarnized below (US$ millions):

Six months ended Year ended
December 31, 2007 June 30, 2007
Beginning balance $ 832 5 898
Provision for (release of provision) for losses on loans - {41}
Write-offs (10} {39}
Recaoveries of previously written-off loans 2 3
Foreign currency transaction gains (losses) 13 13
Other adjustments - {2)
Ending balance $§ _B37 s 832

Provision for losses (release of provision for losses) on loans and guarantees in the consolidated condensed income statement for the three
months ended December 31, 2007 includes $0 charge to income in respect of guarantees ($2 million release to income - three months ended
December 31, 2006) and $1 million charge to income for the six months ended December 31, 2007 ($3 million charge to income - six months
ended December 31, 2008). At December 31, 2007 the accumulated reserve for losses on guarantees, included in the consolidated
condensed balance sheet in payables and other liabilities, was $17 million ($16 million - June 30, 2007).
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NOTE D - GUARANTEES

Under the terms of IFC's guarantees, IFC agrees to assume responsibility for the client's financial obligations in the event of default by the client,
where defaull is defined as failure to pay when payment is due. Guarantees entered into by IFC generally have maturities consistent with those
of the loan portfolio. Guarantees signed at December 31, 2007 totaled $1,707 million ($1,414 million - June 30, 2007). Guarantees of $1,081
million that were outstanding at December 31, 2007 ($808 million - June 30, 2007), were not included in loans on IFC's consolidated condensed
balance sheet. The outstanding amount represents the maximum amount of undiscounted future payments that iFC could be required to make
under these guarantees.

NOTE E - INCOME FROM EQUITY INVESTMENTS

Income from equity investments for the three and six months ended December 31, 2007 and 2006 comprise the following (US$ millions):

Three months ended Six months ended
December 31, December 31,

2007 2006 2007 2006
Realized capital gains on equity sales 207 1,053 597 1,607
Unrealized gains on equity investments 186 - 205 -
Dividends and profit participations 108 1M 204 206
Income from investmenis accounted for under the equity method - {40) - {30}
Equity investment impairment write-downs (9) {9) (24) {21)
Custody and other fees 2) (2) 2) {2)
Net (losses) gains on equity-related derivatives 1 (3) (5) 3)

Total income from equity investments 3 491 § 1,100 k) 975 § 1,757

Realized capital gains on equity sales include recoveries and are net of losses on sales of equity investments.

Dividends and profit participations for the three months ended December 31, 2007 include $19 million ($18 million - three months ended
DOecember 31, 2006) and $32 million for the six months ended December 31, 2007 ($30 million - six months ended December 31, 2008) of
receipts received in freely convertible cash, net of cash disbursements, in respect of investments accounted for under the cost recovery
method.

NOTE F — NET GAINS (LOSSES) ON OTHER NON-TRADING FINANCIAL INSTRUMENTS ACCOUNTED FOR AT FAIR VALUE

Net gains (losses) on other non-trading financial instruments accounted for at fair value for the three and six months ended December 31, 2007
and 2006 comprises (US$ millions):

Three months ended Six months ended
December 31, December 31,
2007 2006 2007 2006
Unrealized losses on market borrowings 3 (196) $ - $ (368) $ -
Unrealized gains on derivatives associated with market borrowings 204 - 381 -
Unrealized gains (losses) on all other non-trading derivatives 27 (90) 16 {85)

Difference between changes in fair value of derivative instruments
designated as a fair value and change in fair value of hedged items
attributabte to risks being hedged - 21 - 45
Net galns {losses) on other non-trading financlal
instruments accounted for at fair value $ 35 § (69) 3 29 $ (39)
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NOTE G - SEGMENT REPORTING

For management purposes, IFG's business comprises two segments: client services and treasury services. The client services segment
consists primarily of lending and equity investment activities. Operationally, the treasury services segment consists of the borrowing, liquid asset
management, asset and liability management and client risk management activities. Consistent with intemal reporting, net income (expense)
from asset and liability management and client risk management activities in support of client services are allocated to dient services segment.

The assessment of segment performance by senior management includes net income for each segment, retum on assets, and return on capital
employed. IFC's management reporting system and policies are used to determine revenues and expenses attributable to each segment.
Consistent with internal reporting, administrative expenses are allocated to each segment based largely upon personnel costs and segment
head counts. Transactions between segments are immaterial and, thus, are not a factor in reconciling to the consolidated data.

The accounting policies of IFC’'s segments are, in all material respects, consistent with those described in Note A, “Summary of significant
accounting and related policies.”

An analysis of the major components of income and expense by business segment for the three and six months ended December 31, 2007 and
2006 is given below (US$ millions):

Three months ended December 31,

2007 2006
Client Treasury Client Treasury
services services Total services services Total

Interest and financial fees from loans and debt securities $ 298 § - 8 298 L3 296 § - 8 296
Income from liquid asset trading activities - 235 235 - 111 111
Charges on borrowings (148) (67) (215} {127} (78) (205)
Income from equity investments 491 - 491 1.100 - 1,100
Provision for (release of provision for) losses :

on loans and guarantees 20 - 20 {20) - (20)
Service fees 15 - 15 10 - 10
Administrative expenses {146) (2) (148) (124) (2) {126)
Other income (expenses) (13) - (13) 8 4 10
Income hefore expenditures for advisory services,

expenditures for parformance-based grants and

net gains {losses) on other non-trading financial

instruments accounted for at fair value 517 166 683 1,141 35 1,176
Expenditures for advisory services (13) - (13) (17) - (17)
Expenditures for performance-based grants (1) - (1) - - -
Net gains (losses) on other non-trading financial

instruments accounted for at fair value 25 10 35 (85) 16 (69)
Nst income 3 528 & 176 § 704 § 1038 § 51 § 1080

Six months ended December 31,
2007 2006
Client Treasury Client Treasury
services senvices Total services services Total

Interest and financial fees from loans and debt securities 5 593 § - $ 593 $ 533 % - % 533
Income from liquid asset frading activities - 488 438 - 357 357
Charges on borrowings (291) {129) {420) (246) (154) {400)
Income from equity investments 975 - 975 1,757 - 1,757
Provision for (release of provision for) losses

on loans and guarantees {1) - (1) 29 - 29
Service fees 29 - 29 21 - 21
Administrative expenses (282) (4) {286) (240) 3) (243)
Other income {expenses) (33) - (33} 9 5 14
Income before expenditures for advisory services,

Expenditures for performance-based grants and

net gains (losses) on other non-trading financial

instruments accounted for at fair value 990 355 1,345 1,863 205 2,068
Expenditures for advisory services (48) - (48) (39) - (39)
Expenditures for performance-based grants 1) - {1) - - -
Net gains (losses) on other non-trading financial

instruments accounted for at fair value 17 12 29 (130} o1 (39)
Net income § 988 § _ 367 § 1,325 $ 1694 § 206 § 1,990
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NOTE H — RETAINED EARNINGS DESIGNATIONS AND RELATED EXPENDITURES

As of June 30, 2007, IFC had designated retained eamings in the cumulative amount of $580 million for advisory services. IFC had recognized
cumulative expenditures of $1839 million through June 30, 2007. At June 30, 2007, retained eamings designated for advisory services totaled
$391 million. IFC has recarded expenditures for advisory services totaling $13 million in the three months ended December 31, 2007 ($17
millicn - three months ended December 31, 2006) and $48 million in the six months ended December 31, 2007 ($39 million - six months
ended December 31, 2006).

As of June 30, 2007, IFC had designated retained earnings in the cumulative amount of $250 million for performance-based grants. IFC has
recognized cumulative expenditures of $35 million through June 30, 2007. At June 30, 2007, retained earnings designated for performance-
based grants totaled $215 million. IFC has recorded expenditures for performance-based grants totaling $1 million in the three months ended
December 31, 2007 (§0 - three months ended December 31, 2006) and $ 1 million in the six months ended December 31, 2007 ($0 million -
six months ended December 31, 2006).

As of June 30, 2007, IFC had designated retained eamings in the cumutative amount of $150 million for grants to IDA. IFC recorded a grant to
IDA of $150 million in the year ended June 30, 2007. At June 30, 2007, retained eamings designated for grants to IDA totaled $0.

On September 27, 2007, IFC's Board of Directors approved the designations of $170 million of IFC's retained eamings for advisory services,
$100 million for a Globat Infrastructure Project Development Fund, and $100 million for micro equity funds for Small and Medium Enterprise
development in IDA countries concluded in the three months ended Seplember 30, 2007, and $500 million for a Private Sector Development
Grant program for the IDA15 replenishment to be concluded in the year ending June 30, 2008.

On October 22, 2007, IFC's Board of Governors noted with approval the designations of retained earnings approved by IFC's Board of
Directors on September 27, 2007.

Subsequent event: On March 18, 2008, IFC and IDA signed an agreement whereby IFC shall provide a grant to IDA in the amount of $500
million for IDA to use in providing financing in the form of grants in addition to loans, all in furtherance of IFC's purpose as stated in its Articles
of Agreement. Accordingly, IFC will record a grant expense in the amount of $500 million in the three months ending March 31, 2008.

Designated retained earnings at December 31, 2007 and June 30, 2007 may be summarized as follows (US$ millions}):

December 31, 2007 June 30, 2007

Advisory services $ 513 $ 30
Performance-based grants 214 215
Global Infrastructure Project Development Fund 100 -
Micro equity funds for Small and Medium Enterprise development in iDA countries 100 -
Private Sector Development Grant program for the IDA 15 replenishment 500 -
Total designated retained earnings 51427 $  60B

NOTE | - PENSION AND OTHER POST RETIREMENT BENEFITS

IBRD, IFC and MIGA participate in a defined benefit Staff Retirement Plan (SRP), a Retired Staff Benefits Plan (RSBP) and a Post-
Employment Benefits Plan (PEBP) that cover substantially afi of their staff members.

All costs, assets and liabilities associated with these pension plans are allocated between IBRD, IFC and MIGA based upon their employees’
respective participation in the plans. Costs allocated to IBRD are then shared between IBRD and IDA based on an agreed cost sharing ratio.
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The following tables summarize the benefit costs associated with the SRP, RSBP, and PEBP for IFC for the three and six months ended
Oecember 31, 2007 and December 31, 2006 (US$ millions):

Three months ended December 31,

2007 2006
SRP RSBP PEBP SRP RSBP PEBP

Benefit cost

Service cost $ 16 $ 2 s 1 8 15 % 25 1

Interest cost 23 3 1 21 2 *

Expected retum on plan assets (42) 4) * {(36) (3) -

Amortization of prior service cost * - * * - .

Amortization of unrecognized net icss - ‘ * - 1 .
Net periodic pension cost (income} 5 (3) § 1% 2 3 = § 23 1
* Less than $0.5 million

Six months ended December 31,
2007 2006
SRP RSBP PEBFP SRP RSBP PEBP

Benefit cost

Service cost $ 32 3 4 8% 2§ 30 % 4 8% 2

Interest cost 48 6 2 43 5 1

Expected return on plan assets (84) {8 - (73) (5) -

Amortization of prior service cost * - * * - .

Amortization of unrecognized net loss - * . - 1 .
Net periodic pension cost (income) s (6} $ 2 3 4 X - § 4 8 3

* Less than $0.5 million

At December 31, 2007, the estimate of the amount of contributions expected to be paid to the SRP and RSBP for IFC during fiscal year 2008
remained unchanged from that disclosed in the June 30, 2007 consolidated financial statements: $30 million for the SRP and $8 million for the
RSBP.

NOTE J - CONTINGENCIES

In the normal course of its business, IFC is from time to time named as a defendant or co-defendant in various legal actions on different grounds
in various jurisdictions. Although there can be no assurances, based on the information currently avaiiable, IFC's Management does not believe
the outcome of any of the various existing legal actions will have a material adverse effect on IFC’s financial condition or results of operations.

NOTE K - VARIABLE INTEREST ENTITIES AND OTHER CONSOLIDATED INVESTMENTS

An entity is subject to FIN 46R and is called a variable interest entity (VIE}) if it lacks: (1) equity that is sufficient to permit the entity to finance
its activities without additional subordinated financial support from other parties; or (2) equity investors who have decision-making rights about
the entity's operations or who do not absorb the expected losses or receive the expected retumns of the entity proportionally to their voting
rights.

A VIE is consolidated by its primary beneficiary, which is the party involved with the VIE that absorbs a majority of the expected losses or
receives a majority of the expected residual returns or both. The primary beneficiary is required to iniially measure the assets, liabilities and
noncontrolling interests of the VIE at their carrying amounts at the date on which it first became the primary beneficiary. Because certain VIEs
were created prior to the issuance of FIN 46R, it may not be practicable to determine the carrying amounts of the assets, liabilities and
noncontrolling interests at the initial date, and in such cases, the primary beneficiary must measure the assets, liabilities and noncontrolling
interests at their fair values on the date FiN 46R is first applied. The primary beneficiary is also required to disclose information about the
nature, purpose, size, and activities of the VIE, and collateral and recourse creditors may have against the VIE,

An enterprise may hold significant variable interests in VIEs, which are not consolidated because the enterprise is nat the primary beneficiary.
In such cases, the enterprise is required to disclose information about its involvement with and exposure to the VIE, and about the nature,
purpose, size, and activities of the VIE.



Page 17
INTERNATIONAL FINANCE CORPORATION

NOTES TO CONSOLIDATED CONDENSED FINANCIAL
STATEMENTS (UNAUDITED)

An enterprise is not required to apply FIN 46R to certain entities if, after making an exhaustive effort, it is unable to obtain the information
necessary to: (1) determine whether the entity is a VIE; (2) determine if the enterprise is the primary beneficiary of the possible VIE; or (3)
perform the accounting required to consolidate a possible VIE. In such cases, the enterprise is required to disclose the number of entities to
which FIN 46R is not being applied, why the information required to apply FIN 46R is not available, the nature, purpose and activities of the
entities to which FIN 46R is not being applied, and the enterprise’s maximum exposure to the entities to which FIN 46R is not being applied.

IFC has identified six VIEs in which IFC is deemed to be the primary beneficiary at December 31, 2007.

Three of the VIEs have been consolidated into IFC’s consolidated condensed financial statements as of December 31, 2007. Ali consolidated
VIEs are in the Collective Investment Vehicles sector in the Latin America and Caribbean region.

The remaining three VIEs in which IFC is deemed to be the primary beneficiary have not been consolidated into IFC's consolidated condensed
financial statements, as they are significantly impaired and information required to apply the provisions of FIN 46R is not available. IFC’s net
investment in these three entities totals $2 million, virtually all in the primary metals sector in the Asia region. Based on the most recent financial
data available, total net assets of the three entities is $6 million.

As a result of the consolidation of the three investments described above, IFC's consolidated condensed balance sheet at December 31, 2007
includes additional assets of $19 million in equity investments {$12 million - June 30, 2007), $1 million in receivables and other assets (33
million - June 30, 2007), and additional liabilities of $5 million in payables and other liabilities {$4 million - June 30, 2007).

Other income during the three months ended December 31, 2007 includes $6 million of income from consolidated entities (33 - three months
ended December 31, 2006} and other expense includes $1 million of expenses from consolidated entities (30 - three months ended December
31, 2006).

IFC has identified 35 investments in VIiEs in which IFC is not the primary beneficiary but in which it is deemed to hold significant variable
interests at December 31, 2007 (27 - June 30, 2007). Based on the most recent available data from these VIEs, the size including committed
funding of the VIEs in which IFC is deemed to hold significant variable interests totaled $2,292 million at December 31, 2007 (51,639 million -
June 30, 2007). IFC's total investment in and maximum expasure to loss to these investments in VIEsS in which IFC is deemed to hold
significant variable interests, comprising both disbursed amounts and amounts committed but not yet disbursed, was $575 million at
December 31, 2007 ($367 miillion - June 30, 2007). The regional and sectoral analysis of IFC’s investments in these VIEs at December 31,
2007 is as follows (US$ millions):
December 31, 2007

Equity Debt
Loans Investiments _securities Total

Europe and Central Asia $ 145 § 32 % - $ 177
Latin America and Caribbean 199 50 - 249
Asia 57 24 - 81
Sub-Saharan Africa - 12 - 12
Middie East and North Africa B - - 2]
Other 20 - 28 48

Total VIE investments - 429 § 118 % 28 $ 515

December 31, 2007
Equity Debt
Loans Invesiments securities Total

Finance and insurance $ 165 $ 24 % 2 $ 191
Transportation and warehousing 94 - - 94
Collective investment vehicles - 71 26 g7
Industrial and consumer products 60 4 - 64
Air transportation 15 - - 15
Agriculture and forestry 11 - - 11
Utilities and oil, gas and mining 76 17 - 93
Other 8 2 - 10

Total VIE investments $___ 429 § 118 § 28 $__ 515
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NOTE L - THE FAIR VALUE OPTION AND FAIR VALUE MEASUREMENTS

Effective July, 1, 2007, IFC adopted the SFAS No. 157 and SFAS No. 159. SFAS No. 157 defines fair value, establishes a framework for
measuring fair value and a fair value hierarchy that pricritizes the inputs to valuation techniques used to measure fair value into three broad
levels and applies to all iterns measured at fair value, including items for which impaimment measures are based on fair value. SFAS No. 159
permits the measurement of eligible financial assets, financial liabilities and firn commitments at fair value on an instrument-by-instrument
basis, that are not otherwise permitted to be accounted for at fair value under other accounting standards. The election to use the Fair Value
Option is available when an entity first recognizes a financial asset or liability or upon entering into a firm commitment, Additionally, SFAS No.
158 allows for a one-fime election for existing positions upon adoption. SFAS No. 157 and SFAS No.159 are to be applied prospectively. The
cumulative effect of remeasuring items for which the Fair Value Option has been elected effective July 1, 2007 has been reported as an
adjustment to the July 1, 2007 balance of retained eamings.

The Fair Value Option

Effective July 1, 2007, IFC elected the Fair Value Option for certain borrowings, investments in equity instruments that would otherwise require
equity method accounting, investments in equity investments with more than 20% ownership where IFC does not have significant influence
and all other financial interests (loans}) in the entities in which IFC has an equity investment that would otherwise require equity method
accounting,

All borrowings for which the Fair Value Option has been elected are associated with existing derivative instruments used to create a fair value-
like or cash flow-like hedge relationship, a substantial amount of which were designated as accounting hedges in accordance with SFAS No.
133. Measuring at fair value those borrowings for which the Fair Vatue Option has been elected at fair value will mitigate the earnings volatility
caused by measuring the borrowings and related derivative differently (in the absence of a designated accounting hedge) without having to
apply SFAS No. 133's complex hedge accounting requirements. The Fair Value Option was not elected for all borrowings from IBRD and all
other market borrowings because earnings volatility is not a concern in those cases,

Measuring at fair value those equity investments that would otherwise require equity methed accounting simplifies the accounting and renders
a carrying amount on the consolidated condensed balance sheet based on a measure (fair value) that IFC considers superior to equity method
accounting. For the investments that otherwise would require equity method accounting for which the Fair Value Option is elected, SFAS No.
158 requires the Fair Value Option to also be applied to all eligible financial interests in the same entity. IFC has disbursed loans to certain of
such investees, therefore, the Fair Value Option was also applied to those loans effective July 1, 2007. IFC elected the Fair Value Option for
equity investments with 20% or more ownership where it does not have significant influence so that the same measurement method {fair
value)} will be applied to all equity investments with more than 20% ownership.

Fair Value Measurements

SFAS No. 157 defines fair value as the price that would be recelived to sell an asset or transfer a liability (i.e., an exit price) in an orderly
transaction between independent, knowledgeable and willing market participants at the measurement date assuming the transaction occurs in
the entity’s principal (or most advantageous) market. Fair value must be based on assumptions market participants would use (inputs) in
determining the price and measured assuming the highest and best use for the asset by market participants. The highest and best use of the
IFC assets and liabilities measured at fair value is considered to be in-exchange, therefore, their fair values are determined based on a
transaction to sell or transfer the asset or liability on a standalone basis. Under SFAS No. 157, fair value measurements are not adjusted for
transaction costs.

The fair value hierarchy established by SFAS No, 157 gives the highest priority to unadjusted quoted prices in active markets for identical
unrestricted assets and liabilities (Level 1), the next highest priority to observable market based inputs or uncbservable inputs that are
corroborated by market data from independent sources (Level 2) and the lowest priority to unobservable inputs that are not corroborated by
market data (Level 3), Fair value measurements are required to maximize the use of available observable inputs.

Level 1 primarily consists of financial instruments whose values are based on unadjusted queted market prices. It includes IFC's equity
investments and borrowings that are listed on exchanges.

Level 2 includes financial instruments that are valued using models and other valuation methodologies. These models consider various
assumptions and inputs, including time value, yield curves, volatility factors, prepayment speeds, default rates, loss severity and current
market and contractual pricing for the underlying asset, as well as other relevant economic measures. Substantially all of these inputs are
observable in the market place, can be derived from observable data or are supported by cbservable levels at which market transactions are
execuled. Financial instruments categorized as Level 2 include non-exchange-traded derivatives such as interest rate swaps, Cross-currency
swaps, certain asset-back securities, as well as the portion of IFC’s borrowings not included in Level 1.

Level 3 consists of financial instruments whose fair value is estimated based on intemally developed models or methodclogies utilizing
significant inputs that are generally less observable. It also indudes financial instruments whose fair value is estimated based on price
information from independent sources that cannot be corroborated by observable market data. Included in Level 3 are the majority of equity
investments for which IFC has elected the Fair Value Option.
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The following table provides the carrying amounts immediately before and after applying the Fair Value Option and SFAS No. 157 and the

cumulative adjustment to retained eamings and accumulated other comprehensive income as of July 1, 2007 (US 3 millions):

July 1, 2007
Carrying amount Camying amount  Net gain {loss)
prior to adoption after adoption on adoption
Loans 5 11,818 8 11,817 3 (1)
Equity investments accounted for at fair value in accordance
with the Fair Value Option 654 938 284
Transfer of amounts previously reported in accumulated other comprehensive
income related to equity investments previously accounted for under the
equity method now accounted for in accordance with the Fair Value Option 2
Borrowings from market sources (15,817) {15,667) 150
Cumulative effect of adoption of SFAS No. 159 on ratained earnings $ 435
Equity investments accounted for at fair value as available-for-sale $ 837 $ 3,762 $ 2,925
Transfer of amounts previously reported in accumulated other comprehensive
income related to equity investments previously accounted for under the
equity methoed now accounted for in accordance with the Fair Value Option {2)
Cumulative effect of adoption of SFAS No. 157 on accumulated other
comprehensive income § 2923

The following tables provide information as of December 31, 2007 about IFC's financial assets and financial liabilities measured at fair value

on a recurring basis. As required by SFAS No. 157, financial assets and financial liabilities are classified in their entirety based on the lowast
level input that is significant to the fair value measurement (USS$ millions):
At December 31, 2007
Level 1 Level 2 Level 3 Total
Trading securities $ - 5 7,603 $ 5,195 $ 12,798
Loans (outstanding principal balance $23) - - 22 22
Equity investments 3,544 - 2,577 6121
Debt securities - - 1,472 1,472
Derivative assets - 1,439 95 1,534
Total assets at fair value $___a5a §__ opez § o361 5 21047
At December 31, 2007
Leve| 1 Level 2 Level 3 Total
Borrowings (outstanding principal balance $18,519%) $ 7,497 $ 10,060 $ - $ 17,557
Derivative liabilites - 1,166 12 1,178
Total liabilities at fair value $_ . 7497 §_ 11,226 $ 12 3 18,235

* includes discount notes with principal due at maturity of $1,800 with a fair value of $1,204 as of December 31, 2007
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The following table presents the changes in the carrying value of IFC's Level 3 financia! assets and financial liabilities for the three and six
months ended December 31, 2007 (US $ millions):

Level 3 financial assets and financial liabilities
; Three and six months ended December 31, 2007

| Trading Equity Debt Derivative Derivative
securities Loans investments  securities assets liabilities
I Balance as of July 1, 2007 $ 6747 § 28 $ 1824 § 733 § 60 $ 3
' Total gains (losses) (realized and unrealized) for
I the three months ended September 30, 2007 in:
| Net income (23) 2 27 12 (2) (3)
| Other comprehensive income - - 657 28 - -
| Purchases, issitances and settlements {1.259) (1) 57 379 ___ (29) -
Balance as of September 30, 2007 5465 § 29 $ 255 $ 1152 § 29 8 -
' Total gains (losses) (realized and unrealized) for
i the three months ended December 31, 2007 in:
! Net income (66) - 146 2 a7 12
, Other comprehensive income - - 29 10 - -
| Purchases, issuances and settlements {240) &) 66 308 29 -
, Transfers in (out) of Level 3 36 - (229) - - -
, Balance as of December 31, 2007 $§ 5195 § 22 $§ 2577 § 1472 § 95 § 12
' For the six months ended December 31, 2007:
Unrealized gains included in net income 5 104 § Mm $ 01 3 - 3 37 % 12
Unrealized gains included in other comprehensive income  $ - 8 - 8 29 § 21 % - $ -

Gains (losses) realized and unrealized, from trading securities, loans and equity instruments included in net income for the period are reported
on the consolidated condensed income statement in income from liquid asset trading activities, interest and financial fees from loans and debt
securities and income from equity investments, respectively.

" As of December 31, 2007, equity investments, accounted for at cost, less impairment, with a carrying amount of $120 million were written
| down to their fair value of $96 million pursuant to EITF 03-1 - The Meaning of Other-Than-Temporary Impairment and its Application to Certain
! Investments, resulting in a loss of $24 million, which was included in income from equity investments in the consolidated condensed income
- statement during the six months ended December 31, 2007. The amount of the write down is based on a Level 3 measure of fair value.

; NOTE M —- RESTATEMENT

| Historically, IFC has not bifurcated certain embedded derivatives or accounted for certain derivatives associated with its loans, debt securities
and equity investments. These comprise put options, call options, income participation features, prepayments, warrants and loan conversion
, features. IFC has determined that, in accordance with SFAS No. 133, certain of these should have been accounted for as derivatives,

resulting in the recording of derivative assets and liabilities, measured at fair value. This application of SFAS No. 133 resulted in a
' restatement of previously reported results. This restatement, necessary to correct the historical application, resulted in a decrease in net
+income of $92 million and $117 million for the three and six months ended December 31, 2006 presented in these consolidated condensed
! financial statements.

IFC has also determined that, in accordance with SFAS No 115, certain loans in the amount of $94 million at June 30, 2007 should have been
| reclassified as debt securities. IFC has further determined that the carrying value of debt securities should have been decreased by $16
, million at June 30, 2007 to reflect fair value at that date. These applications of SFAS No. 115 resulted in a restatement, necessary to correct
| the historical application, of previously reported other comprehensive income of $16 million and $20 million for the three and six months ended
| December 31, 2006 presented in these consolidated condensed financial statements.

1
|
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'The following table summarize the effect of the restatement on IFC's consolidated condensed income statement for the three months ended
December 31, 2006 presented in these consolidated condensed financial statements (US $ millions):

Three months ended December 31, 2006

As previously
reported Adjustments As Restated
Income Statement:
‘Other income
Foreign currency transaction (losses) gains on non-trading activities $ 6 $ (6) $ -
Total other income 30 (6) 24
Other expenses
Foreign cumency transaction (losses) gains on non-trading activities - 2 2
Total other expenses (132) 2 (130)
Income before expenditures for advisary services, performance-based
grants and net gains (lesses) on other non-trading financial instruments
acceunted for at fair value 1,180 (4) 1176
Net gains (losses) on other non-trading financial instruments accounted
" for at fair value 19 (88) (69)
Net income 1,182 (92) 1,090

‘The following tables summarize the effect of the restatement on IFC's consolidated condensed income statement and consclidated condensed
statement of cash flows for the six months ended December 31, 2006 presented in these consolidated condensed financial statements {(US §
millions):

‘ Six months ended December 31, 2008

As previously
reported Adjustments As Restated
Income Statement:
Other income
Foreign currency transaction {losses) gains on non-trading activities $ 7 $ (7) $ -
Total other income 48 (7) 41
Other expenses
Foreign currency transaction {losses) gains on non-trading activities - 3 3
Total other expenses (252) 3 (249)
Income before expenditures for advisory services, performance-based
. grants and net gains (losses) on other non-trading financial instruments
accounted for at fair value 2,072 o (4) 2,068
Net gains (losses) on other non-trading financial instruments accounted
' for at fair value 74 (113) (39)
Net income 2,107 (117) 1,990
Statement of Cash Flows:
i Loan disbursements (2,784) 154 (2,630)
Equity disbursements (431) 39 (392)
I Investments in debt securities - (193) (193)
Loan repayments 1,276 (3} 1,273
Equity redemptions - 1 1
Debt securities repayments - 2 2
Net income 2107 (117) 1,980
Adjustments to recondile net income to net cash provided by {used in)
operating activities:
Foreign currency transaction losses (gains) on non-trading activities ) 4 {3)
Net losses (gains) on other non-trading financial instruments accounted
for at fair value (74) 113 39
Change in payables and other liabilities 987 14 1,001

Change in receivables and other assets (636) (14) (650)
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The following tables summarize the effect of the restatement on IFC's consolidated condensed balance sheet as of June 30, 2007 presented
in these consolidated condensed financia! statements (US § millions);

As of June 30, 2007

As previously
reported Adjustrnents As Restated
Batance Sheet:
Assets
Loans 5 12,744 5 (94) $ 12,650
Net loans 11,912 (94) 11,818
Debt securities 655 78 733
Total investments 15,812 (16) 15,796
Derivative assets 1,086 65 1,151
Total assets 40,550 49 40,599
Liabilities
Derivative liabilites 1,423 162 1,285
Total liabilities 26,420 162 26,582
Capital
Accumulated other comprehensive income 436 6 442
Retained eamings 11,329 (119} 11,210
Total capital 14,130 (113) 14,017

Total liabilities and capital 40,550 49 40,599
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Deloitt
e OI e. . Deloitte & Touche LLP

Suite 500

555 12th Street NW
Washington, DC 20004-1207
UsSA

Tel: +1 202 879 5600
Fax: +1 202 879 5309
www.deloitte.com

| REPORT OF INDEPENDENT ACCOUNTANTS

President and Board of Governors
International Finance Corporation

We have reviewed the accompanying consolidated condensed balance sheets of International Finance
Corporation (IFC) as of December 31, 2007, and the related consolidated condensed income statements and
the consolidated condensed statements of comprchensive income for ‘the three-month and six-month
periods ended December 31, 2007 and 2008, and the consolidated condensed statement of changes in
capital, and of cash flows for the six-month periods ended December 31, 2007 and 2006. These
consolidated condensed interim financial statements are the responsibility of IFC’s mmanagement,

We conducted our reviews in accordance with the standards established by the American Institute of
Certified Public Accountants. A review of interim financial information consists principally of applying
analytical procedures and making inquiries of persons responsible for financial and accounting matters. It
is substantially less in scope than an audit conducted in accordance with auditing standards generally
accepted in the United States of America, the objective of which is the expression of an opinion regarding
the financial statements taken as a whole. Accordingly, we do not express such an opinion.

Based on our reviews, we are not aware of any material modifications that should be made to such
consolidated condensed interim financial statements for them to be in conformity with accounting
principles generally accepted in the United States of America.

We have previously audited, in accordance with auditing standards generally accepted in the United States
of America, the consolidated balance sheet, including the statement of capital stock and voting power, of
IFC as of June 30, 2007, and the related consolidated income staterment, consolidated statements of
comprehensive income, of changes in capital and cash flows for the fiscal year then ended (not presented
herein); and in our report dated August 2, 2007 (February 11, 2008 as to the effect of the restatement
discussed in Note X to the consolidated financial statements as of June 30, 2006), we expressed an
unqualified opinion on those consolidated financial statements. In our opinion, the information set forth in
the accompanying consolidated condensed balance sheet as of June 30, 2007 is fairly stated, in all material
respects, in relation to the consolidated balance sheet from which it has been derived.

As discussed in Note M to the consolidated condensed interim financial statements, the accompanying
consolidated condensed financial statements for December 31, 2006 have been restated.

As discussed in Note L to the consolidated condensed interim financial statements, effective July 1, 2007,
IFC adopted SFAS No. 157, “Fair Value Measurement” and SFAS No. 159, “The Fair Value Option for
Financial Assets and Financial Liabilities- Including an amendment of FASB Statement No. 115.”

Velokte ~ Toedhe 1o

March 21, 2008

Membrer of
Daloitte Touche Tohmatsu
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Reporting To SEC on New and Matured Borrowings rice or o-ioya1

T

CORPORATE Fitinr)
External Currency Currency USD Interest Settle Date /
Id Code Amount Amount Rate Maturity Date
For the Quarter Ending Dec 31, 2007
New Market Borrowings
08_30XXXXX AUD 82,000,000.00 71,852,500.00 6.66 29-Nov-07
08_35XXXXX AUD 117,000,000.00 100,848,150.00 6.25 20-Dec-07
Total for Currency AUD 199,000,000.00 172,700,650.00
08_23XXXXX BRL 200,000,000.00 111,482,720.18 11.96 30-Oct-07 ‘
Total for Currency BRL 200,000,000.00 111,482,720.18 |
08_20XXXXX CAD 500,000,000.00 515,889,393.31 4.70 25-Oct-07
Total for Currency CAD 500,000,000.00 515,889,393.31
08_24XXXXX PY 3,250,000,000.00 30,124,669.79 3.00 27-Nov-07
08_25XXXXX JPY 300,000,000.00 2,719,115.38 5.20 20-Nov-07
08_27XXXXX JPY 2,900,000,000.00 26,374,425.90 20.00 03-Dec-07
08_28XXXXX IPY 500,000,000.00 4,600,450.84 4.00 26-Nov-07
08_20XXXXX IPY 1,450,000,000.00 13,100,239.42 3.00 04-Dec-07
08_3IXXXXX JPY 2,100,000,000.00 18,830,703.01 3.00 11-Dec-07
08_32XXXXX JPY 2,000,000,000.00 18,115,121.60 2.85 05-Dec-07 |
08_34XXXXX JPY 1,200,000,600.00 10,579,678.20 3.00 20-Dec-07
Total for Currency JPY 13,700,000,000.00 124,444,404.14 |
08_37XXXXX NZD 55,000,000.00 41,585,500.00 7.51 20-Dec-07
Total for Currency NZD 55,000,000.00 41,585,500.00
08_22XXXXX UsD 500,000,000.00 500,000,000.00 4.13 31-Oct-07
Total for Currency USD 500,000,000.00 500,000,000.00
0B_19XXXXX ZAR 30,000,000.00 4,427,717.40 9.06 25-Oct-07
08_2IXXXXX ZAR 40.,000,000.00 6,148,076.40 9.06 08-Nov-07
08_26XXXXX ZAR 80,000,000.00 11,432,654.40 9.12 29-Nov-07
08_33XXXXX ZAR 80,000,000.00 11,564,036.00 9.30 20-Dec-07
08_36XXXXX ZAR 340,000,000.00 49,147,153.00 9.84 20-Dec-07
08_38XXXXX ZAR 1,500,000,000.00 220,018,770.00 11.00 18-Dec-07
Total for Currency ZAR 2,070,000,006.00 302,738,407.20
TOTAL NEW MARKET BORROWINGS 1,768,841,074.84

Monday, March 24, 2008

Pagel of 6



External Currency Currency USD Interest Settle Date /
1d Code Amount Amount Rate Maturity Date
Matured Market Borrowings
03_94XXXXX AUD 145,000,000.00 129,245,750.00 4.78 22-0ct-07
Total for Currency AUD 145,000,000.00 129,245,750.00
03_95XXXXX EUR 10,000,000.00 14,263,000.00 320 22-Oct-07
98_13XXXXX EUR 18,298,067.93 26,878,031.98 8.05 17-Dec-07
Total for Currency EUR 28,298,067.93 41,141,031.98
02_51_BIXX IPY 1,300,000,000.00 11,037,059.05 0.00 17-Oct-07
03_107_B1X IPY 2,000,000,000.00 17,283,843.93 0.00 05-Nov-07
03_115_BIX JPY 1,500,000,000.00 13,395,846.09 0.00 13-Dec-07
04_72 BIXX IPY 1,200,000,000.00 10,837,171.50 0.00 19-Nov-07
04_76_BIXX JPY 1,000,000,000.00 9,078,529.28 0.00 21-Nov-07
05_16_BI1XX JPY 1,000,000,000.00 9,094,629.62 0.00 03-Dec-07
98_08XXXXX IPY 2,600,000,000.00 23,480,538.25 0.00 19-Nov-07
98 _1IXXXXX IPY 2,000,000,000.00 18,115,121.60 1.00 05-Dec-07
Total for Currency JPY 12,600,000,000.00 112,322,739.31
05_22XXXXX MYR 500,000,000.00 150,852,315.58 2.88 13-Dec-07
Total for Currency MYR 500,000,000.00 150,852,315.58
03_93XXXXX uUsD 10,000,000.00 10,000,000.00 2.63 22-Oct-07
04_81 BIXX UsD 9,100,000.00 9,100,000.00 0.00 17-Dec-07
05_20XXXXX usD 50,000,000.00 50,000,000.00 3.00 23-Nov-07
98_10XXXXX UsD 0.00 0.00 6.90 19-Nov-07
Total for Currency USD 69,100,000.00 69,100,000.00
98_06 BIXX ZAR 525,000,000.00 78,651,683.25 0.00 26-Oct-07
98 06_B2XX ZAR 610,000,000.00 88,216,577.40 0.00 21-Dec-07
Total for Currency ZAR 1,135,000,000.00 166,868,260.65
TOTAL MATURED MARKET BORROWINGS 669,530,097.52
Monday, March 24, 2008 Page 2 of 6



External Currency Currency USD Interest Settle Date /
Id Code Amount Amount Rate  Maturity Date
Matured IBRD Borrowings
003638_04X usD 4,000,000.00 4,000,000.00 5.37 15-Nov-07
003638_05X UsD 1,333,339.00 1,333,339.00 5.79 15-Nov-07
Total for Currency USD 5,333,339.00 5,333,339.00
TOTAL MATURED IBRD BORROWINGS 5,333,339.00

Monday, March 24, 2008
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Settle Date /

External Currency Currency USD Interest
Id Code Amount Amount Rate Maturity Date

For the Quarter Ending Sep 30, 2007
New Market Borrowings
08_TIXXXXX AUD 12,000,000.00 9,874,200.00 6.07 12-Sep-07
08_16XXXXX AUD 78,000,000.00 64,498,200.00 6.15 13-Sep-07
Total for Currency AUD 90,000,000.00 74,372,400.00
08_14XXXXX EUR 5,000,000.00 6,911,750.00 3.68 13-Sep-07
Total for Currency EUR 5,000,000.00 6,911,750.00
08_07XXXXX JPY 500,000,000.00 4,372,731.65 4.00 20-Aug-07
08_08XXXXX JPY 500,000,000.00 4,292,029.70 5.00 04-Sep-07
0B_13XXXXX JPY 500,000,000.00 4,369,674.46 5.00 27-Sep-G7
Total for Currency JPY 1,500,000,000.00 13,034,435.81
08_09_RIXX NZD 200,000,000.00 139,640,000.00 7.75 23-Aug-07
08_09XXXXX NZD 300,000,000.00 209,460,000.00 7.75 23-Aug-07
08_12XXXXX NZD §8,000,000.00 61,050,000.00 7.12 12-Sep-07
Total for Currency NZD 588,000,000.00 410,150,000.00
08_I8XXXXX TRY 80,000,000.00 64,683,053.04 2.00 27-Sep-07
Total for Currency TRY 80,000,000.00 64,683,053.04
08 02X XXXX UsD 14,285,714.30 14,285,714.30 10.10 25-Jul-07
08_03XXXXX UsSD 6,666,666.65 6,666,666.65 9.08 30-Jul-07
08_06XXXXX UsD 212,290,000.00 212,290,000.00 0.00 09-Aug-07
08_10XXXXX usD 78,000,000.00 78,000,000.00 3.50 18-Sep-07
08_I5XXXXX uso 24,000,000.00 24,000,000.00 4.08 13-Sep-07
Total for Currency USD 135,242,380.95 335,242,.380.95
08_0IXXXXX  ZAR 80,000,000.00 11,531,116.00 9.06 30-Jul-07
08_04XXXXX ZAR £0,000,000.00 10,680,908.00 9.24 20-Aug-07
08_05XXXXX ZAR 60,000,000.00 8,295,886.80 9.40 16-Aug-07
08_17XXXXX ZAR 20,000,000.00 2,850,220.80 9.70 27-Sep-07
Total for Currency ZAR 240,000,600.00 33,358,131.60
TOTAL NEW MARKET BORROWINGS 937,752,151.40
Monday, March 24, 2008 Paged of 6



External Currency Currency USD Interest Settle Date /
Id Code Amount Amount Rate  Maturity Date

Matured Market Borrowings

01_34XXXXX  HKD 1,000,000,000.00 127,830,649.95 7.70 15-Aug-07
Total for Currency HKD 1,000,000,000.00 127,830,649.95

02_14_BIXX Y 1,100,000,000.00 9,106,337.18 0.00 26-Jul-07
02_15_BIXX JPY 1,100,000,000.00 8,988,396.80 0.00 17-Jul-07
02_16_BIXX JPY 1,000,000,000.00 8,247,762.79 0.00 25-Jul-07
02_33_BIXX JPY 1,000,000,000.00 8,628,127.70 0.00 28-Aug-07
02_40_BIXX JPY 1,400,000,000.00 12,017,683.16 0.00 04-Sep-07
03_74_BIXX (1% 1,000,000,000.00 8,654,636.72 0.00 25-Sep-07
04_104_BI1X JPY 1,000,000,000.00 8,171,269.82 0.00 17-Jul-07
04_30_BIXX JPY 1,100,000,000.00 9,330,336.32 0.00 15-Aug-07
05_03_BIXX JPY 1,000,000,000.00 8,171,269.82 0.00 17-Jul-07
05_08_BIXX JPY 1,100,000,000.00 9,688,642.27 0.00 13-Sep-07
06_32_BIXX JPY 500,000,000.00 4,311,831.67 337 05-Sep-07
Total for Currency JPY 11,300,000,000.00 95,316,294.24

02_35XXXXX  USD 250,000,000.00 250,000,000.00 5.38 30-Aug-07
03_73_BIXX USD 54,545,454.60 54,545,454.60 0.00 11-Sep-07
Total for Currency USD 304,545,454.60 304,545,454.60

TOTAL MATURED MARKET BORROWINGS 527,692,398.79

Monday, March 24, 2008

PageSof 6



External Currency Currency USD Interest Settlt-e Date /
Id Code Amount Amount Rate Maturity Date

Matured IBRD Borrowings

003785_03X usD 1,190,476.00 1,190,476.00 8.00 04-Sep-07
004210_04X UsD 312,500.00 312,500.00 5.58 02-Jul-07
004210_06X UsD 222,000.00 222,000.00 5.58 16-Jul-07
Total for Currency USD 1,724,976.00 1,724,976.00
TOTAL MATURED IBRD BORROWINGS 1,724,976.00

Monday, March 24, 2008 _ Page 6 of 6
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International Finance Corporation (“IFC™) intends from time 10 lime to issue its notes, bonds. structured debt
securities or other evidences of indebtedness (“Securities™), with maturities and on terms determined by market
condilions at the time of sale. The Securities may be sold to dealers or underwriters that may resell them in public
offerings or otherwise, or they may be sold by IFC, either directly or through agents,

In connection with the sale of Securities issued under IFC’s medium-term notes programs at any particular
time, the aggregate principal amount, maturity, interest rate(s) or methed for determining such rate(s), interest
payment dates, redemption premium (if any), purchase price to be paid to IFC, provisions for redemption or other
special terms, form and denomination of such Securities, information as to stock exchange listing and the names of
the dealers, underwriters or agents as well as other relevant information will be set forth in a prospectus, offering
circular or information memorandum for such programs or in reluted offering documents.

Except as otherwise indicated., in this Information Statement (1) all amounts are stated in current United States
dollars translated as indicated in the notes to the consolidated financial statements, Note A-Summary of significant
accounting and related polices, translation of currencies, and (2) all information is given as of June 30, 2007.

AVAILABILITY OF INFORMATION

IFC will provide additional copies of this Information Statement to the public upon request and without charge.
Written or lelephone requests should be directed to IFC’s principal office at 2121 Pennsylvania Avenuc. N.W.,,
Washington, D.C., 20433, Attention: Treasury Department, Tel: (202) 458-9230. IFC’s consolidated financial
statements and other information filed with the U.S. Securities and Exchange Commission (the “Commission™)
may also be inspected at the offices of the Commission at Room 1580, 100 F Street, N.E. Washington, D.C. 20549,
and copies of such material may be obtained {rom the Public Reference section of the Commission at the above
address at prescribed rates.

Recipients of this Information Statement should retain it for future reference, as it is intended that each
prospectus, offering circular, information memorandum or other offering document will refer to this
Information Statement for a description of IFC, its operations and financial status,

April 25, 2008
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SUMMARY INFORMATION

Except as otherwise indicated, all data are as of June 30, 2007

Intemnational Finance Corporation (“IFC"} is an international organization, establishcd in 1956 1o further economic growth in its developing
member countries by promoting private sector development, IFC is a member of the World Bank Group, which also comprises the International
Bank for Reconstruction and Development (“TBRD"), the Intemational Development Association (“IDA™), the Multilateral Investment Guaraniee
Agency (“"MIGA™), and the International Centre for Seulement of Investment Disputes C'1CSID™). 1t is a legal entity separate and distinet from
IBRD, IDA, MIGA, and ICSID with its own Articles of Agreement, share capital, financial suuctre, management, and staff. Membership in IFC
is open only to member countrics of IBRD. The obligations of IFC are not obligations of, or guaranteed by, IBRD or any government,

I¥C is an experienced supranational organization providing financing and financial services primarily to the private sector in developing
countries that are members of [FC, 1t combines the characteristics of a multilateral development bank with those of a private financial institation.
As of June 30, 2007, IFC’s entire share capital was held by 179 member countries. As of June 30, 2007, member countries of the Qrganization for
Economic Cooperation and Development (“OECD™) held 70.34% of the voting power of IFC. The five largest of IFC's 179 sharcholders are the
United States {23.64% of the total voting power), Japan (5.87%), Germany (5.36%), United Kingdom (5.03%), and France (5.03%). Generally,
IFC charges market-based rates for its leans and secks markel returns on its equity investments and investments in debt securitics, Unlike most
other multilateral instittions, [FC does not accept host government guarantees of its loans. The financial sirength of IFC is based principally on the
quality of its investment portfolio, its substantial paid-in capital and retnined earnings, low debt (o equity ratio, the size of its liquid assels portfolio,
its diversified camings base and its consistent profitability.

Basis of Preparation of IFCs Consolidated Financial Statements. The accounting and reporting policics of [FC conform to accounting
principles generally accepted in the United States (“US GAAP™). Up to and including the year ended June 30, 1999, IFC prepared one set of
financial stuements and footnotes, complying with both US GAAP and Intemational Financial Reporting Standards (“IFRS”). However,
principally due to material differences between US Statement of Financial Accounting Standards (“SFAS®) No. 133, Acceunting for Derivative
Instruments and Hedging Activities, as amended (collectively “SFAS No. 133"), and its counterpart in [FRS, International Accounting Standards
No. 39, Financial Instruments Recognition and Measuremen!, i has not been possible for IFC to sausfy the requirements of both US GAAP and
IFRS via one sel of financial stalements since the year ended lune 3¢, 2000. 1FC is actively monitoring developments related to accounting
standards and the primary basis for preparation of its conseliduted financial statements, all with a view 10 the necessary systems and controls to
manage its various lines of business. [FC plans 10 change presentation of its consolidated financial staements from US GAAP w [FRS in the year
ending June 30, 2010. Unless stated otherwise, discussions of financiak performance herein refer to income after (i} expenditures for advisory
services (referred to as “technical assistance and advisory services™, or “TAAS”, prior 10 the year ended June 30, 2007 ('FYOQ7™); (ii) expenditures
for performance-based grants (“PBG™); and (iii) grants w [DA (‘Operating income™). Operating income excludes the effects of net (losses) gains
on non-trading financial insiruments pursuant to SFAS No. 133, The effects of SFAS No. 133 on netincome are discussed in Results of Operations.

Investment Products. As of June 30, 2007, IFC’s disbursed and outstanding loan, equity, and debt securities investment portfolio,
including adjustments (o investments accounted for under the equity method, unrealized gains on equity investments held by consolidated variable
imerest entities (“VIEs"), unrealized gains on debt securities accounted For as available-for-sale, unamortized deferred loan origination fees, net,
and the unamortized SFAS No. 133 transition adjustment (“disbursed investment portfolio™) amounted to United States dollars (“US dollars” or
*$”) 16.6 billion. Loans represented 77%, equily investments 19%, and debt securities 4% of the disbursed investment portfolio. The disbursed
investment portfolio is diversified by country, region, industry, sector, and project ty pe. Credit risks are shared with other private sector investors as
IFC docs not generally provide financing for its own account for more than 23% of project cost. TFC's disbursed equity plus quasi-equity
investments (nct of impairment wrike-downs) may not exceed 1009 of net worth. IFC applics stringent lending and investment criteria; projects
are appraised on their technical, managerial, financial, and economic merits, Generally, IFC loans are priced on a market basis and equity and debt
security investrnent decisions are similarly made based on risk-reward considerations.

Liquid Assets. As of June 30, 2007, the fair value of IFC's liguid assets portfolio (net of associated derivative instruments and securities
lending activities) amounted to $13.3 billion, up from $12.7 billion at fune 30, 2006. IFC's liquid assets plus undrwn borrowings from [BRD are
sufficient 1o cover all of 1FC's undisbursed loan and equity commitments. During FYQ7, IFC updated and, where applicable, revised its liquidity
policy. IFC maintains a minimurn level of liguidity, consisting of proceeds from external funding, that covers at least 65% of the sum of: (i) 100%
of committed but undisbursed straight senior loans; (ii) 30% of committed guarantees; and (iii) 30% ol committed client risk management
products. IFCs liguid assets comprise highly raled fixed and floating rate instruments issued or unconditionally guaranteed by governments,
government agencics and instrumentalities. mulilaterat organizations and AAA-rated corporate issuers; these include mortgage-and asset-backed
securities, time deposits and other unconditional obligations of banks and financial institutions. IFC manages the market risk associated with these
investments through a variety of hedging techniques including derivatives, principally currency and interest rate swaps and financial futores.

Borrowings. [FC mises virtually all of the funds for its lending, equity and debt security investment activities through the issuance of debt
obligations in the international capital markets, while maintaining a small borrowing window with IBRD. IFC diversifies its borrowings by
cumency, Country, source and maturity to provide flexibility and costeffectiveness. Since it began borrowing direcily from the international capital
markets in 1985, IFC has raised the cquivalent of $48.0 billion involving 37 currencies. As of June 30, 2007, [FC's outstanding borrowings,
including fair value adjustments, totaled $15.9 billion, including $0.1 billion from [BRD. In addition, IFC undertakes a substantial volume of
cumrency swap and intefest rate swap transactions 10 convert its market borrowings into variable-rate US dollar liabilities.

Enterprise Risk Management. [nexecuting its sustainable private sector mandate, IFC assumes various kinds of risks. [FC's management
has defined a comprehensive enterprise risk management framework, within which it recognizes four main risk groupings: strategic risk, credit
risk, financial risk, and operational risk, Active management of these risks is 1 key dewerminant of [FC’s suceess and its ability to maintain a stable
capital and earnings base, and is an essential part of its operations. As part of its enterprise risk management framework, IFC has adopted several
key financial and exposure policies and a number of prudential policies, IFC uses denivative instruments w manage financial risk associated with
its borrowing, lending und liquidity management activities, and in connection with its client risk management products. The credit exposures on
currency swaps and inlerest rie swaps are controlled (hrough specificd credit-rating requirements for counterparties. and through netting and
collateralization arangements.

Net Worth.  As of June 30, 2007, [FC's net worth (presented as *Total Capital” in [FCs restated FY07 consolidated financial statements)
amounted o $14.0 billion, including $11.2 billion in retained earnings, of which $0.6 billion has been designated for advisory services and PBG.
For FY0?, IFC must maintain atall times a kevel of capital (paid-in capital, retained earnings and general loan loss reserves) equal to at least 30% of
fsk-weighied asses. As of June 30, 2007, the capital adequacy mtio was 57%. The ratio at June 30, 2007 does not include the impact of
designations of retained earnings related to FYO07 net income which were approved by the Board of Directors on September 27, 2007 and nowed
with approval by the Board of Governors on October 21, 2007. Under IFC's Articles of Agreement, so long as IFC has outstanding indebledness o
IBRD, IFC’s leverage, as measured by the ratio of IFC's debt (borrowings plus outstanding guaraniees) o equity (total subscrited capital plus
retained carnings), may not exceed 4.0 to 1. At June 30, 2007, this ratio was 1.3 to 1.

The above information is supplemented and qualified by the additional information
and Financial Statements and Notes thereto appearing elsewhere in this Information Statement.
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SELECTED FINANCIAL DATA

The consolidated balance sheet and consolidated income staternent data presented below have been derived from restated
consolidated Ninancial statements for the years ended June 30, 2007 (“FYO07”), June 30, 2006 (“FY06™), and June 30, 2005 (“FY053™)
and financial statements for the year ended June 30, 2004 (“IFY04”) and June 30, 2003 (“FY03™) audited by Deloitte & Touche LLP,
independent accountants. Certain amounts have been reclassified so as  conform with the current year presentation. The
information set forth below should be read in conjunction with the consolidated financial statements referenced above and notes
thereto as well as other financial information included elsewhere herein, Except as otherwise indicated, all amounis are expressed in

miltions of US dollars.

Net income highlights:
Interest income and financial fees from loans and debt
SCCUMLIES . . . . .. . . e e
Income from liquid asset trading activities. ...............
Charges onbormowings .. ... ... ... .. ... ... ...
Income from equity investments . . .. ... . ....... . ... ..
Of which:
Realized capital gains onequity sales . . . ..............
Dividends and profit participadons . . ... ..............
Unrealized income from Limited Liability Partnerships (“LLPs™)
and certain Limited Liability Corporations (“LLCs™) .. .. ..
Changes in carrying valee of equily investments . . ... ... ..
Equity investment impairment write-¢awns, . ... ... ...
Other . . ... e
Release of (provision for) losses on loans & guarantees . . .. . ..
Otherincome . ... .. ... ... ..

Income before expenditures for advisory services, expenditures
for PBG, grants to IDA and net (losses) gains on non-trading
finandial instruments . ... ... .. L

Expenditures for advisory services. . . ... ... L

Expenditures for PRG . . .. ... ... ... ... Lo

Grantsw IDA ..o

Income afier expenditures for advisory scrvices, expenditures for
PBG, grints 1o IDA and before net (losses) gains on non-
trading tinancial instruments (“operating income™). . . ... ...

Net {losses) gains on other non-trading financial instruments . . . .

Netincome. . . ... ... . .

Consolidated balance sheet highlights:
Toll @SSLIS . . . .ot e
Liguid assets, net of associated derivatives. . . ... .. ... .....
Loans, cquity investments, and debt secorities, net . ... ... ...
Borrowings drawn-down and outstanding . .. .. ... ..... ...
Towlcapieal ... .. ... ...
Of which:
Undesignated retained eamings .. ... .. ..ol
Retained carnings designated for advisory services. . . .., ...
Retined earnings designaed for PBG. .. .. ... ... .. s
Reitained earnings designated for gmnis wo IDA . .. ... .. ...
Capital S10Ck . .. .. ... e
Accumulated other comprehensive income . ... ... L L.
Key financial ratios:
Return on average asseis™ ., , ... L Lo L
Return on average net worth®™ | L L
Cash and ligoid invesuments as a percentage of next three years™
estimaied net cash requirementst™ L L.
Debt 10 equity ratio®
Capital adequacy rano®™ L. LT
Total rcscrvrg against losses on loans to wtal disbursed loan
porifolio e
[ B

. Ninancial stalements for s last three fiscal years ended June 30, 2007,

previous fiscal year,

As of and For The Years Ended June 30

2007 2006 2005
(As restated)  (As restated)  (As restated) 2004 2003
1,075 807 660 518 4an
618 444 358 177 475
(801) (603) (309) (141) (226)
2,306 1,228 1,365 658 145
1,942 928 723 386 52
30K 327 258 207 147
19 56 191 — —
— —_ 269 69 (50)
(40} (57 (62) _ -_
(13) (26) (14) (4 (4)
43 (15) 261 103 (48)
9 109 86 79 i
(505) 471) (430) (383) (360)
2,835 1,499 1,991 1,011 556
(96) (55) (38) 29) (28)
- (35) — - —
(150) - — — —_
2,589 1,409 1,953 982 528
{99) (145) 61 11 (1)
2,490 1,264 2,014 993 437
440,599 33,547 39,560 32361 31543
13,269 12,730 13,325 13,055 12952
15,796 12,7187 11,489 10,279 9377
15879 14,967 15,359 16,254 17315
14,017 11,141 9,798 7,782 6.789
10,604 7,868 6,871 5.193 4425
391 487 312 235 —_
215 215 250 — —
— 150 — — —
2,365 2,364 2,364 2,361 2,360
442 57 1 3 4
6.5% 3.6% 54% 3.1% 1.8%
21.0%% 13.6% 22.6% 13.7% 8.2%
B85% 112% 142% 116% 107%
13:1 1.5:1 1.8:1 23:1 2.6:1
5% 54% 50% 48% 45%
6.6 8.4% 9.9% 14.09%  18.2%

pending subscriptions) at the end of such fiscal vear and the previous fiscal year.

fiscal year.

Key financial ratios are generally calculated excluding the effects of SFAS No. 133 and take into consideration the restatement of IFC’s anditest consolidated
Return on average assets is defined as operating income for the fiscal vear as a percentage of the average of total assets af the end of such fiscal year and the
Retury on uverage net worth is defined as operating income for the fiscal year as a percentage of the average of total net worth (excluding payments on account of
At June 30, 2007, 11C"s liquidity, consisting ol proveeds fromexternal funding, stood at 95% of the sum of: (i) 1 00% of committed but undisbursed siraight senior
toans; (i) 30% of comumitted guarantees; und (iii) 30% of committed client risk managenwnt products,
[ebt to equity ratio is Jdefined as the ratic of outstanding borrowings plus outstanding guarnntess to subscribed capital plus retained eamings at the end of the

Capital adequacy ratio is defined as the ratio of capital (including paid-in capital, retained earnings, and general loan loss reserve) (o risk-weighted assets, both

on- and off-hatance sheel, The ratio at June 30, 2007 docs not include the impact of designations of retained earnings related to FYOT net income which were

portfolio at the end of the fiscal year.

approvedd by the Bourd of Directors on September 27, 2007 and noted with approval by the 3oard of Govemors on October 21, 2007,
Total rescrves against losses on loans to total disbursed loan portfolio is defined as reserve aguinst losses on loans as a percentage of the total disbursed loan




IFC

[FC is an international organization, established in 1956 under its Articles of Agreement (the “Anticles of
Agreement”) to further economic growth in ifs developing member countrics by promoting private sector
development. IFC is a member of the World Bank Group, which also comprises IBRD, DA MIGA, and 1CSID.
Although TFC’s activitics are closely coordinated with and complement the overall development objectives of the
other World Bank Group institutions, IFC is a legal entity separate and distinct from the IBRD, IDA, MIGA, and
ICSID, and operates pursuant Lo its own Articles of Agreement. While it shares some services with IBRD and the
President of IBRD is also the President of IBRD. IFC has its own management and staff. IFC’s principal office is
located at 2121 Pennsylvania Avenue, N.W., Washington, D.C. 20433.

IFC’s share capital is provided by its member countries. It raises most of the funds for its investment activities
through the issuance of notes, bonds and other debt securities in the international capital markets, Generally, [FC
charges markel-based rates for its loans and seeks markel returns on its debt security and equity investments. Unlike
most other multilateral institutions, TFC does not accept host government guarantees of its loans.

USE OF PROCEEDS

The net proceeds to IFC from the sale of the Securities will be used for the general operations of IFC in
accordance with its Articles of Agreement.

RECENT DEVELOPMENTS

On November 21, 2007, IFC decided to restate the audited consolidated financial staiements for its last three
fiscal years ended June 30, 2007, and to delay the completion of its consolidated condensed financial statements for
the first quarter of the fiscal year ended September 30, 2007. On February 12, 2008, IFC issued its restated audited
consolidated financial statements for its last three fiscal years ended June 30, 2007, and on February 13, 2008, IFC
issued its consolidated condensed linancial statements for the three months ended September 30, 2007, As a result
of this process, the completion of IFC’s consolidated condensed financial statements for the three and six months
ended December 31, 2007 was also delayed; these financial statements were issued on March 21, 2008,

As disclosed in Note X to IFC’s festated FY(7 consolidated financial statements, historically, IFC has not
bifurcated certain embedded derivatives or accounted for certain dervatives associated with its loans, debt
securities and cquity investments. These comprise pul options, call optlions, income participation features,
prepayments, warrants and loan conversion features. IFC has determined that, in accordance with SFAS No. 133,
certain of thesc should have been accounted for as derivatives, resulting in the recording of derivative assets and
liabilitics, measured at fair value. This application of SFAS No. 133 resulted in a restatement of previously reported
resuits. This restatement, necessary to correct the historical application, results in an increase in reported retained
earnings at July 1, 2004 of $24 millicn, and the following changes in reported net income for the periods presented
in the restated FYO7 consolidated financial statements;

a decreasc in net income of $106 million for the year ended June 30, 2007;
a decreasc in net income of $14 million for the year ended June 30, 2006; and
a decreasc in net income of $1 million for the year ended June 30, 2005.

IFC has also determined that, in accordance with SFAS No 115, certain 1oans in the amount of $94 million at
June 30, 2007 should have been reclassified as debt securities. IFC has further determined that the carrying value of
debt sccurities should have been decreased by $16 million at June 30. 2007 (increased by $56 miilion — June 30,
2006) to reflect fair value at the respective dates. These applications of SFAS No. 115 resulted in a restalement,
necessary to correct the historical application, of previously reported net income and other comprehensive income
{or the periods presented in the restated FY07 consolidated financial statements:

a decrease in net income of $22 million for the year ended June 30, 2007,
a decrease in other comprehensive income of $50 million for the year ended June 30, 2007; and
an increase in other comprehensive income of $56 million for the year ended June 30, 2006.

The quarterly results for all impacted interim periods in the years ended June 30, 2007 and Junc 30, 2006 have
also been restaled. See Note Y — Selected Quarterly Financial Data to the restated FY07 consolidated financial
statements lor an analysis of the changes and a reconciliation, of amounts previously reported and the restated
amounts presented in these restated consolidated financial stalements.
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This Information Statement incorporates the cffects of the restutement of IFC's FYO7 consolidaled financial
statements. Sclected information updated through December 31, 2007, the date of IFC’s most recently issued
consolidated condensed financial statements, has also becn provided in the section tiled “Six Months Ended
December 31, 2007,

In connection with the restatement. IFC has identified a material weakness in its internal control over financial
reporting and as a result has concluded that it did not maintain effective internal control over external [inancial
reporling presented in conformity with US GAAP. Accordingly, IFC is implementing improvements 10 internal
controts and procedures over the accounting for derivative instruments associated with the investment portfolio.

FINANCIAL STRUCTURE OF IFC

Total assets were $40.6 billion a1 June 30, 2007 ($38.5 billion — June 30, 2006), including $13.3 billion in
liquid assets, net ol associated derivatives ($12.7 billion -— June 30, 2006) and $16.6 billion in the disbursed
investment porfolio ($13.7 billion — June 30, 2006). The disbursed investment portfolio is reduced by reserves
against losses on loans of $0.8 billion at June 30, 2007 ($0.9 billion — June 30, 2006). Total assets also include
$1.2 billion in derivative assets at fair value ($1.2 billion — June 30, 2006).

CLIENT SERVICES

BUSINESS OWVERVIEW

In partnership with private investors, [FC assists in financing the establishment, improvement, and expansion
of private sector enterprises by muking investments where sufficient private capital is not otherwisc avaitable on
reasonable terms. IFC seeks to bring together domestic and foreign private capital and experienced management
and thercby create conditions conducive to the flow of privaic capital (domestic and foreign) into productive
investments in its developing member countries. In this way, IFC plays a catalytic role in mobilizing additional
funding from other investors and lenders, through parallel loans, loan participations, partial credit guarantees,
securitizations und risk sharing facilities (“resource mobilization™). In addition to project finance, corporate lending
and resource mobilization, IFC offers an array of financial products and technical advisory services to private
businesses in the developing world with a view to fulfilling its developmental mission. IFC also advises member
governments on how to create an environment hospitable to the growth of private enterprise and foreign investment.

IFC’s investmeats arc normally made in its developing member countries. The Articles of Agreement mandate
that [FC shall invest in productive private enterprise. The requirement for private ownership does not disqualify
enterprises that are panly owned by the public sector if such enterprises are organized under local commercial and
corporate law, operate free of host government control in a markel context and according to profitability criteria,
and/or are in the process of being totally or pantially privatized.

IFC’s main investment activily is project and corporate financing. This encompasses “greenfield” projects,
expansions, and modernizations. 1IFC also provides corporate credits 10 selected companies to finance ongoing
investment programs. In addition, [FC facilitates financing through financial intermediaries, covering project and
general purpose lending and specialized lending products such as leasing, trade, and morgage finance. These
financial intermediaries function either as IFC's borrower, on-lending to private sector companies at their own nisk,
or as IFC’s agent. identifying companies for direct loans from IFC.

IFC applies stringent tests of enterprise soundness, project viability, additionalily, and developmental impact
in determining the eligibility of projects for its investments.

Advisory Services

IFC has historically delivered its mission primarily through loans. equity investments, and debt secunities. Asa
result of an enhanced focus on frontier markets and achievement of sustainable development impact, the demands
on IFC for associated advisory work have increased significantly. In FY04, IFC established a funding mechanism
for advisory services, funded by designations of 1FC’s retained earnings,

Amounts available to be designated for advisory services are determined based on IFC’s annual operating
income in excess of $150 million. contemplating the financial capacity and priorities of IFC, and are approved by
TFC’s Board of Dvirectors. Expenditures for the various approved advisory scrvices projects are recorded as expenses
in IFC’s consolidated income statement in the year in which they occur, and have the effect of reducing retained
carnings designated for this specific purpose. Prior to FYO7, IFC's Board of Directors had approved designations of
$580 million of IFC's retained earnings. IFC incurred expenditures for advisory services of $38 million in FY03,
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$55 million in FY06, and $96 millicn in FYO7, thereby reducing the amount of retained earnings designated for

advisory services at June 30,2007, to $391 million. Additional information on the funding mechanism for advisory

services can be found in Notes A and N to IFC’s restated FY(7 consolidated financial statements.
Performance-Based Grants

In FYQ5, IFC began the analysis 10 create a program (o fund performance-based grants, targeted at specific
industries in developing countries, particularly frontier areas. The PBG initiative establishes a pool of resources for
funding performance-based grants to individual private-sector projects in developing markets. The PBG initiative
furthers [FC’s frontier strategy by opening new opportunities to generate developmental impact.

The initiative had been discussed by IFC’s Board of Directors during the second half of FY03 but no decisions
on the principles or modalities of such initiative were made at that time. As a result, IFC designated $2350 miilion of
retained camnings for the initiative, with further deliberations to occur in FY06 on the principles and specifics of the
initiative. On March 30, 2006, IFC’s Board of Directors approved an implemenlation mechanism for the initiative
and an initial pilot phase of $65 million. During FY06, 1FC provided $35 million to IBRI)'s Global Partnership on
Output Based Aid under the pilot phase; this amount was recorded as an expense in FY06. There were no
expenditures in FY07. The amount of retained earnings designated for performance-based grants at June 30, 2007
was $215 million.

Grants to IDA

In order to encourage the growth of productive private enterprise in countries that are members of both IFC and
IDA, on August 7,2006, IFC’s Board of Directors approved the designation of §150 million to IDA. On February 27,
2007, IFC dishursed $150 million in grants to IDA and has recorded an expense of $150 miilion in its restated FY(7
consolidated income stalcment.

Designations of Retained Earnings

Designations of retained earnings related to FYO7 net income in the amount of $870 million were approved by
the Board of Directors on September 27, 2007 and noted with approval by the Board of Governors on Octlober 22,
2007. The designations comprised the following: $170 million for advisory services; $100 million for a global
infrastructure project development fund; $100 million for micro equity funds for SME development in IDA
countries; and $500 million for a private sector development grant program for IDA.

Investment process and portfolio supervision

IFC’s investment process can be divided into twelve main stages:

* Business development

« Early review

* Appraisal (due diligence)

» Investment review

+ Negotiations

« Public notification

» Board of Directors' review and approval

+ Commitment

* Disbursement of funds

+ Project supervision

* Evaluation

» Closing

IFC carefully supervises its projects to monitor project performance and compliance with contractual
obligations and with [IFC’s internal policies and procedures. IFC’s Board of Directors is informed of such matters
and of recommended courses of action at regular intervals.
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INVESTMENT PROGRAM SUMMARY

Commitments

In FY07, IFC entered into new commitments totaling $8.2 billion, compared with $6.7 bitiion for FY06.
Investment commitments pending disbursement at June 30, 2007 were $7.7 billion (36.9 billion at June 30, 2006).
Guarantees and client risk management facilities committed but not utilized at June 30, 2007, were $0.7 billion
{$0.8 billion at June 30, 2006). FY(7 and FY06 commitments' comprised the following:

INVESTMENT PROGRAM SUMMARY
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Disbursemenis

IFC disbursed $5.8 billion [or its own account in FYO7 ($4.4 billion in FY06). [FC’s disbursed and outstanding
loan portfolio for its own account, including the unamortized SFAS No. 133 transition adjustment and unamortized
deferred loan origination fees, net (Mdisbursed loan portfolio™), grew 17.9% 10 $12.7 billion at June 30, 2007
{$10.7 billion at June 30, 2006). IFC"s equity investment portfolio, net of impairment write-downs and including
adjustments to investments accounted for under the equity method and unrealized gains on equity investments held
by consolidated variable interest entities (“VIEs™) (“disbursed equity portfolio”), grew 20.4% to $3.2 billion at
June 30, 2007 ($2.7 bitlion at June 30, 2006). IFC’s debt securitics portfolio grew 180% to $0.7 billion at June 30,
2007 (30.3 billion at June 30, 2006). 64% of the increase was due Lo growth in the portfolio and 36% was due o
increases in fair value.

' Other includes debt securitics, quast-cquity, guarantecs and clienl risk management
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Approvals

In FY(7, IFC approved new investments for its own account, including guaranices and client risk management
{acilities, totaling $9.3 billion, compared with $7.1 billion in FY06. In addition, IFC approved loan participations
{*B-loans™) arranged to be placed with financial institutions (“Participants™) for loans approved by IFC’s Board of
Directors totaling $2.0 billion in FY07, compared with $2.2 billion in FY06. FY07 and FY06 approvals” comprised

the following:

APPROVALS

Other
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W Loans

Us $ miltions

- ."..“ "“."

IFCFYO7  Participants IFCFY06  Participants
Fyo? FY06

Fiscal Year

Approvals pending commitment for IFC’s own account at June 30, 2007, including guarantees and client risk
management facilities, were $5.1 billion ($3.6 billion at June 30, 2006).

2 Qther includes debt securities, quasi-equity, guarantees and client risk management
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Dishursed Investment Portfolio

IFC's disbursed investment portiolio is widely diversified by sector and geographic region. The following
chans show the distribution of the portfolio (before adjustments to investments accounted for under the equity
method, unrealized gains on equity investments held by consolidated VIEs, unrealized pains on debt securities
accounted for as available-for-sale, unamortized deferred loan origination fees, net, and the unamorlized
SFAS No. 133 transitton adjustment) as of June 30, 2007, and June 30, 2006:
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Disbursed B-loans

The poniolio of disbursed and outstanding B-loans which are serviced by IFC at June 30, 2007, totaled
34.4 billion. as compared with $3.9 billion at June 30, 2006.

Additional information on IFC’s investment portfolio as of and for the years ended June 30, 2007, and June 30,
2006, can be found in Notes C, D, E, F, G and H to IFC’s restated FY(7 consolidated financial statemenis.

Investment Products

Loans

Loans account for the major part of the financing provided by IFC, representing 76% of IFC's dlsbu;scd
investment portfolio as of June 30, 2007, compared with 78% at June 30, 2006.

Loans will generally have the following characieristics:
* Term: typically amortizing with final maturities of up to 12 years

* Currency: primarily in major convertible currencies, principally US dollar, and o a lesser extent, Buro,
Swiss franc and Japanese yen

* Interest rate: ypically variable

+ Pricing: reflects such factors as market conditions and country and project risks; variable rate loans are
gencrally tied to the 6-month LIBOR index in the relevant currency.

IFC offers local currency ican products to certain clients, provided that IFC is able to hedge its local cumrency
exposure through mechanisms such as cross-currency swaps or forward contracts. Fixed-rate loans and loans in
currencics other than US dollars are normally transiormed, using currency and/or intcrest rate swaps, into US dollar
variable raie loans.

On June 30, 2007, IFC’s disbursed loan portfolio was $12.7 billion ($10.7 billion at June 30, 2006). At June 30,
2007, 73% (76% at Junc 30, 2006) of IFC’s disbursed loan portfolio, excluding unamonized deferred loan
origination fees, net. and the unamorized SFAS No. 133 transition adjustment, was US dollar-denominated.

The currency composition of the disbursed loan portfolio, excluding unamortized deferred loan origination
fees, net, and the unamortized SFAS No. 133 transition adjustment, at June 30, 2007, and June 30, 2006. is shown on
the accompanying diagram:

CURRENCIES

US $ millions

2000 ---

u.5. Dollars

Currencies
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Eguity Investments

Equily investments accounted for 20% of [FC’s disbursed investment portfolio at June 30, 2007, compared
with 20% at June 30, 2006. [FC’s equity investments are typically in the form of common or preferred stock which is
not mandatorily redegmable by the issuer or puttable 1o the issuer by IFC and are usually denominated in the
currency of the country in which the investment is made.

Debt Securities

Debt securities accounted for 4% of 1FC’s disbursed investment portfolio at June 30. 2007, compared with 2%
at June 30, 2006. Debt securities are typicaily in the form of bonds and notes issued in bearer or registered form,
securitized debt obligations (e.g., assel-backed sceurities, mortgage-backed securities, and other collateralized debt
obligations) and preferred shares, which are mandatorily redeemable by the issuer or puttable to the issuer by IFC.

Quasi-Equity

In addition to traditional loans, cquity investments, and deht securities, 1FC provides financing through a
variety of quasi-equity instruments. Quasi-¢quitics include subordinated or convertible loans, asscl-backed secu-
rities, mortgage-backed sccurities, and certain common or preferred shares with put and/or call features. Depending
upon their characteristics, quasi-equitics may be classilied as loans, equity investments, or debt securities in IFC’s
consolidated balance sheet. At June 30, 2007, IFC’s disbursed quasi-equity portfolio, before adjustmenis to
investments accounted for under the equity method, unrealized gains on equity investments held by consolidated
VIEs, unrealized gains on debt securities accounted for as available-for-sale, unamortized deferred loan origination
fees, net, and the unamortized SFAS No. 133 transition adjustment totaled $2,725 million ($1,935 million at June 30,
2006), of which $2,416 million was classificd as loans ($1,768 million at June 30, 2006), $80 million was classified
as equity investments ($96 million at June 30, 2006), and $229 miliion was classified as debt securitics ($71 million
at June 30, 2006) in IFC’s restated consolidated balance sheet.

Guarantees und Partin! Credit Guarantees

1FC offers partial credil guarantees to clients covering, on a risk-sharing basis, client obligations on bonds
andfor loans. TFC's guarantce is available for debt instruments and trade obligations of clients and covers
commercial as well as noncommercial risks, IFC will provide local currency guarantees, but when 4 guarantee
is called, the client will generaily be obligated to reimburse IFC in US dollar terms. Guarantee fees ate consistent
with IFC’s loan pricing policies. During FY07, IFC signed $1.0 billion of guarantees, $0.6 billion during FY06.

Resource Mobilization

Resource mobilization is defined as financing from entities other than IFC that becomes available to clients
due to IFC’s direct involvement in raising resources. IFC finances only a portion, usvally not more than 25%. of the
cost of any project. All IFC-financed projects, therefore, require other financial partners, [FC mobilizes such privale
sector finance from other entities through participations, parallel loans, partial credit guarantees, securitizations,
and risk sharing facilities.

B-lpans

The principal direct means by which IFC mobilizes such private sector finance is through the sale of
participations in its loans (“B-loans™), known as the B-loan program. Through the B-loan program, IFC has worked
primarily with commercial banks but also with nonbank financial institutions in financing projects since the early
1960s.

Whenever it participates a loan, [FC will always make a loan for its own account (an “A-loan”}, thereby sharing
the risk alongside its loan participants. IFC acts as the lender of record and is responsible for the administration of
the entire loan, including the B-loan. IFC charges fees 1o the borrower at prevailing market rates to cover the cost of
the syndication of the B-loan.

B-loan commitments were $1,775 million in FY07 ($1,572 million in FY06).
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Structured Finance

Structured finance comprises partial credit guarantees, securitizations and risk sharing facilities. Struclured
finance commitments, net, defined as the amount of financing with a risk position equal to, or senior to, that of IFC’s
nisk panticipation in the transaction, totaled $2,083 million in FY07 ($1,245 million in FY06).

Parallel Loans

Loans from other financial institutions that JFC helped raise for clients and received a fee, but for which [FC is

not the lender of record, arranged by IFC in FYQ7 were $29 million {367 million in FY(6).

Resource Mobilization Ratio

The resource mobilization ratio is defined as:

Loan participations + parallel loans + non-IFC investment portion of structured finance

Commitments (IFC investments + IFC ponion of structured finance)

For each dollar that IFC committed, IFC mobilized (in the form of B-loans, parallel loans, and the non-IFC
portion of structured finance) $0.47 in FYQ7 (30.43 at June 30, 2006).

Advisory Services

Advisory services are a growing and dynamic husiness that allows IFC to carry out its development mission
beyond its investment activitics. Beginning in FYO03, [FC established a funding mechanism for advisory services,
funded by designations of 1FC’s retained carnings, in order to address its increased efforts in the provision of
advisory services. IFC provides such services to promole sustainable private sector investment in developing
countries. Through this work, which is funded in partnership with governments and other donors, 1FC contributes to
development where opportunities [or development may be limited. During FY(7, IFC organized its advisory
services in five business lines that correspond with [FC’s operational strategy:

* Access to Finance: 1o expand on the availability of financial services to micro and small busincsses and
low-income households.

Business Enabling Environment. 10 enable micro, small, and medium busincsses 1o prow, invest, become
more productive, and create jobs.

+ Environment and Social Sustainabilirv: 1o develop innovative business models that deliver social and
cnvironmental benefits.

Infrastructure:  to improve access to basic services in road infrastructure, telecommunications, water and
energy utilities, health, and education.

» Vulue Addition to Firms: 10 help private firms cnhance their competitiveness and productivity and to
promote the growth of small businesses through the development af supply chains.

Expenditures for advisory services totaled $96 million in FY07 ($55 million in FY06 and $38 million in
FY05).

The advisory services portfolio at June 30, 2007 included 1,018 projects with approved lunding from IFC and
donors of $846 million. Of this, 362 new projects were approved in FY07 with funding of $386 million. The average
planned duration of advisory service projects now exceeds 24 months. The average size of new projects exceeds
31 million.

12



L]

&)

During FY (7. expenses were incurred in 943 projects (both IFC and donor funds). FY 07 expasures by business

line and, region are as follows:
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TREASURY SERVICES

Lwuim Assers

IFC invests its liquidity in highly rated fixed and floating rate instruments issued by, or unconditionatly
guaraniced by, governments, government agencies and instrumentalities, multilateral organizalions, and AAA-
rated corporate issuers; these include montgage- and asset-backed securities, time deposits and other unconditional
obligations of banks and financial institutions.

IFC manages the market risk associated with these investments through a variety of hedging techniques

including dertvatives, principally currency and interest rale swaps and financial futures.

IFC’s liguid assets at June 30, 2007 are invested in five separate portfolios, namely PO through P4,

MARKET
PORTFOLIO VALUE?* COMPRISING MANAGED BY INVESTED IN BENCHMARK
($ hillinns)
PO $1.9(51.2) Funds awaiting [FC’s Treasury Short-tern deposits Overnight US doliar
disbursement or Department LIBID
reinvestment
P1 $3.9(85.2) Proceeds from market IFC’s Treasury Principally global Adjusted 3-month US
borrowings invested  Department government bonds, dollar LIBID *=*
pending disbursement asset-backed
of operational loans securities, and other
AAA-rated corporate
bonds generally
swapped into 6-month
US$ dollar LIBOR
P2 $6.0 (34.9) Primarily IFC's paid-  1FC's Treasury US Treasuries and Lehman Brothers US
in capital and Depuartment other sovereign and Intermediate Treasury
accemutated earnings agency issues Index ***
that have not been
invested in equity and
quasi-equity
invesiments or lixed-
rate loans
P3 $1.1 ($1.0} Procecds from markel  External managers Global government Same as for Pl
borrowings appointed by IFC bonds and mortgage-
backed securities
P4 $0.4 (30.4) An outsourced portion  External managers US Treasuries and Same as for P2
of the P2 portfolio appointed by IFC other sovereign and
agency issues
Total $133bn ($12.7bn)

* at June 30, 2007 (June 30, 2006)
** adjusted 3 month US dollar LIBID=US dollar LIBOR-12.5 basis points. The net duration of the P1 and P3 benchmarks is
approximately 0.25 years.
*** duration of P2 portiolio plus fixed-raie loans

The P3 portfolio is not permitted to exceed 12% of the total value of liquid assets at any time.
All portfolios arc accounted for as trading portfolios.

IFC has a flexible approach to managing the liquid assets portfolios by making investments on an aggregale
portfolio basis against its benchmark within specified risk parameters. In implementing these portfolio management
strategics, [FC utilizes derivative instruments, including futures, and options. and takes long or short positions in
securities.

All liquid assets arc managed according to an invesiment authority approved by 1FC’s Board of Directors and
investment guidelines approved by IFC’s Finance and Risk Committee, a subcommittee of [FC’s Management
Group.
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CAPITALIZATION

IFC’s capitalization as of June 30, 2007 and June 30, 2006 is as (ollows:

CAPITALIZATION
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During the period January 1, 2008 through April 25, 2008, TFC has undenaken 29 borrowings from market
sources (31,573 million in the aggregate). The borrowings undertaken during this period were comprised of eleven
Japanese Yen issues amounting to $42 million, three Turkish lira issues amounting to $81 million, three South
African rand issucs amounting to $78 million, seven Australian dollar issuances amounting to $1,240 million, one
New Zealand dollar issue amounting to $10 million, and four US dollar issues amounting to $122 million.

Borrowings

The major source of [FC’s borrowings is the international capital markets. Under the Articles of Agrecment,
IFC may borrow in the public markets of a member country only with approvals from that member and also the
member in whose currency the borrowing is denominated. IFC borrowed $2.8 billion during FYQ07 ($1.8 billion in
FYO6 and $2.0 billion in FY05). In addition, [FC’s Board of Directors has authorized the repurchase and/or
redemption of debt obligations issued by [FC. During FYQ7, [FC repurchased and retired $16 million of outstanding
debt ($209 million in FY06).

IFC diversifies its borrowings by currency, country, source, and maturity to provide flexibility and cost-
effectiveness. Qutstanding market borrowings have remaining maturities ranging from less than one year to almost
30 years, with a weighted average remaining maturity of 9.8 years at June 30, 2007 (10.7 years at June 30, 2006).

Market borrowings are generally swapped into floating-raie obligations denominated in US dollars. As of
June 30, 2007, IFC had gross payables from borrowing-related currency swaps of $8.8 billion ($8.5 billion at June
30, 2006) and from borrowing-related interest rate swaps in the notional principal amount of $6.7 billion
($6.7 billion at June 30, 2006). After the effect of these derivative instruments is taken into consideration,
substantially all of IFC’s market borrowings at June 30, 2007, and June 30, 2006, were variable rate US dollar-
denominated.

The weighted average cost of market borrowings after curreney and interest rate swap transactions was 5.0% at
June 30, 2007 (4.9% at June 30, 2006).
Capital and Retained Earnings

As of June 30, 2007, IFC's net worth (presented as “Total Capital” in IFC’s restated consolidated balance
sheet) amounted to $14.0 billion, up from the June 30, 2006 level of $11.1 billion. At June 30, 2007, net worth
comprised $2.4 billion of paid-in capital, unchunged from June 30, 2006, $11.2 billicn of retained carnings
($8.7 billion at June 30, 2006), and $0.4 billion of accumulated other comprehensive income (30 at June 30, 2006).
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As of June 30, 2007 and 2006, IFC's authorized capital was $2.45 billion, of which $2.36 billion was
subscribed. Over 99% of this was paid in ($2.37 hillion at June 30, 2007, $2.36 billion at June 30, 2006). 1FC has
agreed to defer the payment dates for certain member countries. Pursuant to these arangements, $1 million of
subscribed shares remained unpaid at June 30, 2007, unchanged from June 30, 2006.

At June 30, 2007, retained earnings comprised $10.6 billion of undesignated retained earnings (37.8 billion at
June 30, 2006), $0.4 billion of retained earnings designated for advisory services (30.5 billion at June 30, 2006),
$0.2 billion of retained earnings designated for PBG ($0.2 billion at June 30, 2006), and $0 of relained earnings
designated for grants to IDA ($0.2 billion at June 30, 2006).

ENTERPRISE RISK MANAGEMENT

In executing its sustainable private sector development business, IFC assumes various kinds of risks. [FC’s
management has defined a comprehensive enterprise risk management framework, within which it recognizes four
main risk groupings: strategic risk, credit risk, financial risk, and operational risk.

IFC ENTERPRISE RISK ARCHITECTURE
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Aclive management of these risks is a key determinant of IFC’s success and its ability to maintain a stable
capital and earnings base, and is an essential part of its operations. As pant of its enterprise risk management
framework, IFC has adopted several key financial and exposure policies and a number of prudential policies.

FY07 Enterprise Risk Highlights

IFC established a stand-alone Risk Management Vice Presidency in FY07. The risk management function in
IFC is being enhanced to rationalize and expand existing funclions and in some cases, establish new capacity for
additional functions.

Plans and steps taken in this regard include:

» Enhancing risk/return metrics and other corporate tools for risk-rating and active portfolic management
including economic capital allocation, improved risk rating systems and associated principles that allow lor
greater decentralization and accountability for pricing. performance measurement and portfolio
management.

« Establishing a new Market and Liquidity Risk unit which will among other things look into the development
of a Comorate Value at Risk measurement system for IFC.

+ Implementing a Corporate-wide Value at Risk measurement and management system.
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+ Expanding IFC’s operational risk assessment and management capabilities beyond investment operations,
anti-money laundering and anti-corruption efforts to encompass advisory services and reputation risk
management.

+ Streamlining and strengthening operating processes and enhancing reponting effectiveness and account-
ability through an ongoing Business Process Review.

= Integrating development impact metrics with financial risk-return metrics.

« Strengthening internal controls especially around financial reporting. advisory service activities and
information technology expenditures.

» Working toward enhanced and harmonized reporting of all risk metrics and uses of delegated authorities
from the Board of Directors.

+ Establishing a plauform for a Corporate-wide compilation of risk and financial management policies for IFC
activities and operations and their dissemination across IFC alongside decentralization efforts.

*» Preparing a framework for, and anticipating, potential financial risks in IFC member countries or general
portfolio deterioration.

« Piloting and using an economic capital approach for capital adequacy, capital allocation and internal risk
management purpases as well as for setting general loan loss reserves. This approach brings IFC in line with
industry best practice in the measurement of risk.

* The Project Risk Management function merged into an Operational Risk unit within the Business Risk
Department in order to take a more systematic approach to operational risk, with the mandate 1o expand its
framework across other businesses of IFC.

« Asof July 1, 2007, the Insurance Services group was also integrated into the Business Risk Depanment.

IFC has been experiencing strong growth in all its businesses and is focused on implementing its strategic
objective of becoming a client-driven organization, providing global knowledge and local expertise with decen-
tralized decision making. In parallel, IFC has stepped up its cfforts to maintain asset quality, enhanced the
independence of its risk management function, and reaffirmed the enterprise-wide nature of its mandate.

IFC set up a pilot program in FYG7 to increase risk management staffing and placed key credit risk managers
and other risk oversight disciplines in the Asia regional hub in order to improve the timeliness and quality of the risk
decivion process. The comprehensiveness of the risk process at [FC necessitates reviews of cconomic and social
risks, corporate governance standards for clients, and reputation risk reviews in addition to the more traditional
credit quality and operational concerns.

This pilot program has become operational at the beginning of the year ending June 30, 2008 (“FY08™). Based
on lessons learned, [FC will continue to decentralize in FYOZ, and risk management resources may be deployed to
other regional hubs as needed. IFC believes that the move to put key decision risk makers in the regions will
significantly improve the quality of its enterprise risk management coverage.

StraTeGIC RIsk

IFC defines stratcgic risk as the potential reputatios, financial and other consequences of a failure to achieve its
strategic mission and, in panticular, its sustainable development mandate,

The overall management of strategic risk is ellected through the definition and implementation of an annual
strategy for meeting [FC’s mission and guidelines for its invesiment operations, advisory services, and treasury
activities. The strategy is developed with Senior Management by the Operational Strategy Group, and is approved
by the Board of Directors. The Independent Evaluation Group conducts ex post evaluations of the implementation
of IFC’s strategy on an ongoing basis.

IFC’s commitment to quality enlerprise risk management. particularly on the environment and social front,
continues to gain acceptance with our strategic partners, as the “IEquator Principles”™ announced in FYO0S have now
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become an established standard for financial institutions engaged in finance in the cmerging markets. Respon-
sibility for managing these economic and social risk principles both internally and in liaison with other financial
institutions rests with the Environment and Social Development Department.

In addition, IFC is focused on ensuring the ¢volving principles of corporate governange are accepted and
practiced by its clients, and great emphasis is placed on developing these standards as part of IFC's development
activities. Responsibility for managing corporate governance both internaily and within our clicnts’ operations rests
with the Corporate Governance Department.

More broadly, the responsibility for the management of the fundamental reputation risk associated with the
selection of project sponsors and the review of aspects relating to integrity rests with the operational departments,
which are supported by the Business Risk Department.

The key guiding principles and policies established as part of the framework for controlling strategic risk are as
follows:

Guiding Principles for IFC’s Operations

Catalytic role:  1FC will seek above all 1o be a catalyst in facilitating productive investments in the private
sector of its developing member countries. It docs so by mobilizing financing from both foreign and domestic
investors from the private and public sectors.

Business partnership:  [FC functions like a business in partnership with the private sector. Thus, IFC takes the
same commercial risks as do private institutions, investing ils funds under the discipline of the marketplace.

Additionality: TFC participates in an investment only when it can make a special contribution not offered or
brought to the deal by other investors.

Environmental and Social Policies

IFC has developed a comprehensive set of Guidelines and Safeguard Policies to promote environmentally and
socially responsible private sector investments. Project sponsors are given the Safeguard Policics for environmental
and social issues to review prior 1o conducting their assessments. as well as the environmental, health. and safety
guidelines specific to the particular industry, sector, and type of project.

When making investments, IFC applies its standards to the project and project performance is monitored
against those standards. Projects are expected to comply with the applicable policies and guidelines, as well as
applicable local, national, and international laws.

IFC Sanctions Procedures

In FY(7, IFC established a set of procedures {0 sanction parties involved in IFC projects committing corrupt,
fraudulent, collusive, coercive or obstructive practices.

FY07 Strategic Risk Highlights

IFC’s Environmental and Social Policies have become widcly recognized as best practice when twelve
international commercial banks adopted them in the form of the Equator Principles. To date, more than 50 leading
international financial institutions have adopted these principtes.

As of January 1, 2007, IEC adopted a stricter enforcement of its approach (o combating fraud and corruption
related 0 newly initiated investment financing, as well as advisory services. In conjunction with its sister
organizations in the World Bank Group, and as pan of this new approach, IFC adopted new and expanded
definitions of fraud and corruption, which were harmonized with other multilateral development institutions. A
process for sanctions and debarment of customers committing Lthese bad acts has been put in ptace. The enhanced
emphasis on combating fraud and corruption does not change the high expectations IFC has always held for its staff,
clients and projects, including our due diligence and commitment to good corporate governance.
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CrepiT Risk

IFC defines credit risk as the potential reduction in value of on- and off-balance sheet assets due o a
deteriorating credit profile of its clients, the countries in which it invests, or a financial counterparty, Credit risk is
incurred in two arcas of [FC’s operations; (1) in its investment operations, where IFC provides loans, invests in debt
securities and equity investments, provides guarantees and acts as a derivatives counterparty for clients in its
developing member countries, and (ii) in its treasury and ponfolio management operations, where credit risk is
incurred with counterparties in IFC’s liquigd asset, borrowing, assel-liability management, and portfolio manage-
ment aclivities. As part of its mandate. IFC is prohibited from accepling host government guarantees of repayment
on its investmenlts and, therefore, incurs commercial and sovereign risk on its investments.

[FC’s Risk Management and Financial Policy Department has oversight responsibility for overall financial risk
management and, in addition, monitors and controls credit risk arising in IFC’s treasury activities. With respect to
IFC’s credit risk exposures to clients in developing countries, IFC's Credit Review Department plays a key role. At
origination of new investments, the Credit Review Department analyzes information obtained from the investment
departments and provides an independent review of the credit risk of the transaction. After commitment, the qualily
of IFC’s investment portfolio is monitored according (o supervision principles and procedures defined in [FC's
Operational Policies and Procedures. Responsibility forthe day-to-day monitoring and management of credit risk in
the portfolio rests with the portfolio management units of individual investment depariments. Their assessments are
subject 10 quarterly review, on a sample basis, by the Loss Provisioning Division of IFC’s Controller's and
Budgeting Departmernt and by the Credit Review Department.

IFC’s investment portfolio is subject to a number of operational and prudential limits, including limitations on
single project/client exposure, single country exposure, and segment concentration. Similarly, credit policies and
guidelines have been formulated covering treasury operations; these are subject to annual revision by the Risk
Management and Financial Policy Department, and approval by the Finance and Risk Committee.

Specifically, IFC has udopted the following key financial policies and guidelines:

Investment operations
(1) IFC dees not normally finance for its own account more than 25% of a project’s cost.

{2) An cquity investment in a company does not normally represent more than 35% of the company’s
total share capital, provided further that IFC is not the single largest sharcholder. Until IFC resumes
presentation of its financial statements in accordance with IFRS, IFC’s equity investment in a
company will not normally represent more than 20% of the company’s total share capital,

(3) Total investment in a single obligor. net of specific reserves, may not exceed 4% of IFC's net worth
plus general reserves on loans.

(4) Equity plus quasi-equity investments in a single obligor may not exceed 3% of [FC’s net worth plus
general reserves on loans.,

(5) Straight equily investments in & single obligor may not exceed 1.5% of IFC’s net worth plus general
reserves on loans.
Portfolio management

(1) Review trigger levels ranging from 2.5% ta 10% of net worth plus general reserves are set for each
country’s outstanding portfolio, net of specific reserves, based on the size of its economy and its risk
rating.

(2) 1FC lender of record exposure in a country (outstanding) may not exceed 10% of a country’s iotal
long-term external debi for Heavily Indebted Poor Countries and 5% f{or all other countries.
Exceptions for countries with low levels of external debt may be made by the Finance and Risk
Committee. Lower trigger levels are set for centain countries.
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(3) IFC’s total exposure (oulstanding net of specific reserves on loans) Lo a single risk sector may not
exceed 12% of net worth plus general reserves. Lower review trigger levels are set {or single sectors,
and individually for the finance and insurance sector, based on IFC’s net worth plus general reserves
and the country exposure level.

(4} IFC’s committed exposure in guaraniees that are subrogated in local currency is limited to $300 mil-
lion for currencies for which there are no adequate currency and interest rate risk hedging instruments
as determined by IFC’s Treasury Department at the time of commitment. There is a sublimit of
$100 million for an individual currency under this limit,

Treasury operations

(1) Counterparties arc subject to conscrvative cligibility criteria, currently resiricted to banks and
financial institutions with a minimum credit rating of A by leading international credit rating
agencies,

(2) Exposures to individual counterparties are subject to concentration caps. For derivatives, exposure is
measured in terms of “worst case” polential exposure based on simulations of market variables,
Ingtitution-specific limits are updated monthly based on changes in counterparty size or credit status,

(3) To limit exposure, IEC signs collateral agreements with counterparties that require the posting of
collateral when net exposure exceeds certain predetermined thresholds, which decreasc as a
counterparty’s credil rating deieriorates.

(4) Becausc counterparties can be downgraded during the life of a transaction, the agreements provide an
option for IFC to terminate all swaps if the counterparty is downgraded below investment grade or if
other early termination events occur that are standard in the markelt.

(5) For exchange-traded instruments, IFC limits credit risk by restricling lransactions to a list of
authorized exchanges, contracts and dealers, and by placing limits on IFC’s position in each contract.

FY07 Credit Risk Highlights

IFC does not recognize income on loans where collectibility is in doubt or payments of interest ot principal are
past due more than 60 days unless management anticipates that collection of interest is expected in the pear future.

The amount of nonaccruing loans as a percentage of the disbursed loan portfolio, excluding the unamortized
SFAS No. 133 transition adjustment and unamortized deferred loan origination fees, net, a key indicator of portfolio
performance, decreased to 3.0% at June 30, 2007 (4.2% at June 30, 2006). The principal amount outstanding on
nonaccrual loans totaled $378 million at June 30, 2007, a decrease of $69 million (15%) from the June 30, 2006,
level of 3447 million.

The quality of IFC’s investment porifolio, as measured by the aggregate risk tevel, improved further dunng
FYO7, continuing the trends noted during FY06 and FYO0S. Total reserves against losses on loans at June 30, 2007,
decreased to $832 million ($898 million at June 30, 2006). This is cquivalent to 6.5% of the disbursed loan portfolio,
excluding the unamontized SFAS No. 133 transition adjustment and unamortized deferred loan origination fees, net,
significantly betow the level of 8.3% at June 30, 2006.
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The five-year trend of reserves against losses on loans as a percentage of the disbursed loan pontfolio,
excluding the unamonized SFAS No. 133 transition adjustment and unamonrtized deferred loan origination fees, net,
is presented below:

LOAN LOSS RESERVES

FYo7

IFC operates under the assumption that the guarantee ponifolio is exposed 10 the same idiosyncratic and
systematic risks as IFC’s loan portfolio and the inherent, probahle losses in the guaraniec portfolio need 10 be
covered by an allowance for loss. The allowance at June 30, 2007, was $16 million ($18 million at June 30, 2006),
based on the year-end portfolio, and is included in payables and other liabilities on IFC’s restated consolidated
balance sheet. The decrease in allowance for the year, $2 million for FY07 ($5 million increase for FY06), is
included in the release of provision for losses on loans and guarantees in the restated consolidated income
statement.

[FC has not suttered credit losses on its exposures to derivatives counterparties in its treasury operations.

Fnancial. Risk

IFC defines financial risk in three components: (a) the potential inability 10 realize asset values in its
portfolio sufficient to meet obligations 1o disburse funds as they arise (“liquidity risk™); (b) the potential inability to
access funding at reasonable cost (“funding risk™); and (c) a deterforation in values of financial instruments or
positions due to changes in markel interest and exchange rates and the volatility thercof (“market risk™).

Key Financial Policies and Guidelines

During FY(07, 1FC updated and, where appropriate, revised its liquidity and capital adequacy policies. IFC
currently operates under a4 number ol key financial policics and guidelines as detailed below, which have been
approved by its Board of Directors:

(1) Disbursed equity plus quasi-equity investments (net of impairment writc-downs) may not exceed
100% of net waorth.

(2) Minimum liquidity (liquid assets plus undrawn horrowing commitments from 1BRD) must be
sulflicicnt at all times to cover at least 45% of IFC’s estimated net cash requirements for the next three
years.

(3) Loans are funded with liabilities having the same characieristics in terms ol interest rate basis and
currency and, for fixed rate loans, duration except for Board-approved new products involving asset-
liability mismatches. TFC maintains a minimum level of liquidity, consisting of proceeds from
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external funding, that covers at least 65% of the sum of: (i) 100% of commitied but undisbursed
straight senior loans; (il) 30% of commilted guarantees; and (iii) 30% of committed clienl risk
management products.

(4) For FY(7, [FC’s capital adequacy policy requires a minimum ratio of capital to risk weighted assets
of 30%. Under the revised policy, IFC is required to maintain a minimum level of total resources
(including paid-in capital, total loss reserves and retained earnings net of designations) equal 1o total
potential losses for all on- and off-balance sheet exposures estimated at levels consistent with the
maintenance of a AAA rating.

In addition, under IFC’s Articles of Agreement. as long as IFC has outstanding borrowings from IBRD, [FC's
leverage, as measured by the ratio of IFC’s outstanding debt (borrowings plus outstanding guarantees} to IFC’s net
worth (using subscribed capital), may not exceed 4.010 1.

Liwguunry RISK

Within the key financial policies and guidelines described above, in practice 1FC maintains, as a prudential
measure, an operating liquidity guideline ranging from 65% 10 95% of the next three years’ net cash requirements,
including projected disbursement and debt service requirements.

The primary instruments for maintaining sufficient liquidity are IFC’s liquid asset ponfolics. As noted
above, at June 30, 2007, IFC distinguishes five such ponfolios:

(1) P0, which is generally invested in short-dated deposits, money market funds, and tri-party repos,
reflecting its use for short-term funding requirements.

(2 PI, which is generally invested in: (a) foreign sovereign, sovereign-guaraniced and supranalional
fixed income instruments (rated AA- or belier); (b) US Treasury or agency instruments; (c) asset-
backed securities raled AAA by at least two rating agencies and/or other AAA rated notes issued by
Corporations; (d) interest rate futures and swaps to manage currency risk in the portfolio, as well as its
duration relative o benchmark; and {¢) cash deposits.

(3) P2, which is gencrally invested in US Treasuries, other sovereign and agency issuecs and mortgage-
backed securities.

(4) P3, which comprises a global fixed income portfolio and a mortgage-backed securities portfolio
{managed by external managers).

(5) P4, which is an outsourced portion of the P2 portiolio (managed by external managers).

FY07 Liquidity Risk Highlights

At June 30, 2007, IFC’s liquidity tevel stood at $13.3 billion, or 85% of its projected net cash requirements for
three years ($12.7 billion, and 112% at June 30, 2006).
Fuxpine RISk

IFC’s primary objective with respect to managing funding risk is, through the adoption of the key financial
policies described above, to maintain its triple-A or AAA/Aaa credit ratings and, thereby, maintain access to market
funding as needed at the lowest possible cost

FY07 Funding Risk Highlights

During FYQ7, IFC raised $2.8 billion ($1.8 billion in FY06) of funding at sub-LIBOR rates.

MARKET RIsk

IFC’s exposure to market risk is minimized by adopting the matched-funding policy noted above and by using
derivative instruments (O convert assets and liabilities into floating rate US dollar asscis and liabilities.
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Investment Operations

Interest rate and currency exchange risk associated with fixed rate and/or non-US dollar lending is hedged via
currency and interest rate swaps that convert cash flows into variable rate US dollar flows.

Exposures to market risk resulting from derivative transactions with clients, which are intended o facilitate
clients’ risk management, arc minimized by entering into offsetting positions with highly rated market
counterparties.

Liquid Asset Portfolios

The PO, P1 and P3 portialios are managed to variable rate US dollar benchmarks, on a portfolio basis. To this
end, a variety of derivative instruments are used, including shon-term, over-the-counter foreign exchange forwards
(“covered forwards™), interest rate and currency swaps, and exchange-traded interest rate futures and options. IFC
also takes both long and shor positions in securitics in the management of these portfolios to their respective
benchmarks.

The primary source of markel risk in the liquid asset portfolios is the P2 and P4 ponfolios. which, in contrast,
are managed to a three-year duration US dollar benchmark, with additional flexibility 1o deviate from the
benchmark, P2 represents the portion of IFC’s capital not disbursed as equity investments, and the benchmark
reflects the chosen risk profile for this uninvested capital. P4 represents an outsourced portion of the P2 portfolio. In
addition, the P1 and P3 pontfolios contain a degrec of market risk (c.g., spread risk).

Borrowing Activities

Access to funding is maximized, and cost is minimized, by issuing debt securities in various capital markets in
a variety of currencies, sometimes using complex structures. These structures include barrowings payable in
multiple currencies, or borrowings with principal and/or interest determined by reference to a specified index such
as a reference intcrest rate, or one or more [oreign exchange rates.

Market risk associated with fixed rate obligations and structured instruments entered imo as part of IFC’s
funding program is generally mitigated by using derivative instruments to convert them into variable rate US dollar
obligations, consistent with the matched-funding policy.

Asset-Liability Management

While IFC’s matched-funding policy provides a significant level of protection against currency and interest
ratc risk, IFC can be exposed to residual market risk in its overall asset and liability management. This residual
market risk is monitored by the Asset-Liability Management group within the Treasury Department.

Residual currency risk arises {rom events such as changes in the level of non-US dollar loan loss reserves. This
risk is managed by monitoring the aggregale position in each lending currency and hedging the exposure when the
net assel or liability position exceeds $5 million equivalent.

Residual interest rate risk may arisc from two main sources:

+ Assets that are fully match-funded at inception, which can become mismatched over time due to write-
downs, prepayments, or rescheduling: and

= Differing interest rate reset dates on assets and liabilities.
This residual risk is managed by: first, synchronizing interest rate resel dates on assets and liabilitics at a
portfolio level; and second, measuring the sensitivity of the present value of assets and liabilities in each currency to

each basis point change in interest rates, with an action trigger of $50,000 for a one basis point parallet move in the
yield curve.
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FY(7 Market Risk Highlights

Total liquid asset returns (comprising interest, realized and unrealized gains and losses, and foreign currency
transaction gains (losses)) were $618 million in FY(7 ($444 million in FY06 and $338 million in FY05), of which
$187 miilion was attributable to the PO, P1 and P3 portfolios ($378 million in FY06 and $212 million in FY05), and
$306 million was attributable to the P2 and P4 portfolios ($66 million in FY06 and $146 million in FY0S3).

Foreign currency transaction gains on non-trading activities for FYQ7 were $17 million (36 million in FY06
and $7 million loss in FYQ3).

OPERATIONAL RISK

IFC defines operational risk as the potential for loss resulting from events involving people, systems and
processes. These include both internal and external events, whether caused by a lack of controls, documentation, or
contingency planning, or by breakdowns in information systems, communications, physical safeguards, business
continuity, supervision, transaction processing, or in the execution of legal, fiduciary, and agency responsibilities.
As such, operalional risk covers the risks emanating from the manner in which an eatity is operared as opposed to
the way it is financed.

Consistent with the Basel Il Capital Adequacy guidelines, IFC is developing a matrix framework to analyze
operational risk by identifying, for each area (people, systems and processes), which risks [FC will: (i) manage
internally, as part of its ongoing business: (ii) alleviate through contingency planning; or (iii) transfer to third
panies, whether by subcontracting, outsourcing, hedging. or insurance.

Responsibility for the development of the framework for managing and monitoring operational risk now rests
with the Operational Risk Division of the Business Risk Department. Responsibility for contingency planaing for
recovery from emergencies rests with the Controller’s Department. In respect of insurable operational risk, IFC’s
Insurance Services Division, which is now part of the Business Risk Depantment, performs insurance reviews to
identify underlying risks and asscss the adequacy of existing insurance policies and limits.

IFC seeks 10 mitigate the risks it manages internally by maintaining a comprehensive system of internal
controls that is designed not only to identify the parameters of various risks but also 10 monitor and contrel those
areas of particular concern. Key components of this effort are listed below:

Key components of operational risk management

(1) InFYOQ7, IFC established an Operational Risk Division which will develop assessments and measurg
areas of operational risk in IFC, using well-defined market practices and tools.

(2) 1FC has adopted the COSO! control framework and a control self-assessment methodology to
evaluate the effectiveness of its internal controls in all significant business operations. In addition, the
COBIT?® methodology is used to supplement the COSO review of the information technology
function. The program includes compliance testing of key internal controls assuring the reliability of
external financial reporting and has been applied to Donor Funded Operations as well.

(3) The Internal Audit Department of the World Bank Group performs ongoing independent review of
the effectiveness of IFC’s internal controls in selected key areas and functions.

(4) To promote data integrity, IFC has formutated a Data Management Policy. The policy is enforced by
the Information Quality Group within the Controller’s Department and through a network of
Departmental Data Stewards.

{5) IFC has a New Products/Initiatives Asscssment Group, with representation from key business and
support functions, to ensure that processes and controls are in place to manage the risks in new
products and initiatives before they are exccuted.

1. COSO refers 1o the Internal Control — Integrated Framework formulated by the Committee of
Sponsoring Organizations of the Treadway Commission, which was convencd by the US Congress in
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response to the well-publicized irregularities that occurred in the financial sector in the United States
during the late 1980s.

2. COBIT refers to Control Objectives for Information und Related Technology, first released in 1996,
updated to the 3rd edition released in July 2000, sponsored by the Information Systems Audit and
Control Association {ISACA).

FY({7 Operational Risk Highlights

IFC continues to focus on its preparedness to react to an emergency situation that could disrupt its normal
operations. During FY07, [FC has:

(1) Added applications and capabilities Lo back-up facilities available for its key strategic financial and
support systems and continued extensive testing thereof.

(2) Reinforced and extended home computing arrangements for essential staff in all departments, as part
of IFC’s avian flu contingency planning.

(3) Conducied awareness training for Washington, DC-based departments and larger country offices,
covering business continuity in general and pandemic preparedness in particular.

{(4) Established Emergency Management Teams in all regions; conducted emergency simulation exer-
ciscs in its Washinglon, DC offices and in the regional hub olfices; and held emergency management
waorkshops in the larger country offices in each region.

IFC is continuing a multiyear effort to analyze and develop enhanced methodologies for measuring, mon-
itoring and managing operational risk in its key activities. During FY07, 1FC has:
(1) As part of a Busincss Process Review, identified specific ways 1o speed up project processing in
investment operations, improve tisk management, and allow IFC to respond more efficiemly and
effectively to the needs of clients.

(2) Developed a framework for [FC’s strategic and operational risk functions within the enlarged
Business Risk Depariment.

(3) Continued a process-mapping exercise to identify potential areas of exposure to operational risk in its
investment and advisory services processes and to provide a basis for quantifying potential risks;.

(4) Within the former Project Risk Management function (now the new Operational Risk Division)
completed the cataloguing of operational aspects 1o be tracked in portfolio projects, and rolled it out
to all pipeline projects in investment operations.

(5) Made pluns to expand these activities across 1FC’s other businesses.
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CRITICAL ACCOUNTING POLICIES

The Notes 1o IFC’s restated FY07 consolidated financial statements contain a summary of IFC’s significant
accounting policies, including a discussion of recently issued accounting pronouncements. Certain of these policies
are considered to be “critical” to the portrayal of IFC’s financial condition, since they require management to make
difficult, complex or subjective judgments, some of which may relate to matters that are inherently uncertain. These
policics include: (i) determining the level of the allowance for losses in the loan portfolio; (ii) determining the level
of impairment of equily investments; and (iii) determining the valuation of certain {inancial instruments with no
quoted market prices. Additional information about these policies can be found in Notes A, C, O and P to the
restated FYO7 consolidated financial statements.

RusErRVE AGAINST Lossks oN Loans

IFC considers a loan as impaired when, based on current information and events, it is probable that IFC will be
unable to collect all amounts due according to the loan’s contractoal terms. The reserve against losses for impaired
loans refiects management’s judgment of the present value of expected future cash flows discounted at the lean’s
effective interest rate. The reserve against losses for toans includes an estimate of probable losses on loans inherent
in the portfolio but not specifically identifiable. The reserve is established through periodic charges to income in the
form of a provision for losses on loans. Loans written ofT, as well as any subsequent recoveries, are reconded through
the reserve,

The assessment of the adequacy of reserves against losses for loans is highly dependent on management’s
judgment about factors such as geographical concentration, industry, regional and macroeconomic conditions, and
historical trends. Due 1o the inherent limitation of any particular estimation technique, management utilizes a
capital pricing and risk framework to estimate the probable tosses on loans inherent in the portfolio but not
specifically identifiable. This Board approved framework uses actual loan loss history and aligns the loan loss
provisioning framework with [FC’s capital adequacy framework.

The reserve against losses on loans is separately reported in the consolidated balance sheet as a reduction of
IFC’s total loans. Increases or decreases in the reserve level are reported in the income statement as provision for
losses or release of provision for losses on loans, and guarantees. The reserve against losses on loans relates only to
the Client Services segment of IFC (sce Note R (o the restated FYO7 consolidated financial statements for further
discussion of IFC’s business segments).

EQutry IMPAIRMENT

IFC assesses all equity investments (or impairment cach quarter. When impairment is identified and is deemed
10 be other than temporary, the equity investment is written down o its impaired value, which becomes the new cost
basis in the equity investment. IFC has elected to assume that all impairments shall be deemed to be other than
temporary. Impairment losses are not reversed for subsequent recoveries in value of the equity investment until it is
sold.

Prior to March 31, 2005, IFC had carried reserves against losses on the equity investment portfolio. During the
year ended June 30, 2003, IFC changed its process of estimating impairment on equily investments 10 adopt an
impairment methodology based largely on fair value estimates. As a result, IFC recorded a change in canying value
of the equity investment portfolio. In this regard, [FC determined that all impairments and changes in carrying value
were deemed to be other than temporary. This change in carrying value of the equity portfolio was reflected in net
income from equity investments in the restated FY035 consolidated income statement and in equity investments in
the consolidated balance sheet.

VALUATION OF FINANCIAL INSTRUMENTS WiITH No QuoTeEp MarxeT PricEs

As part of its compliance with SFAS No. 133. IFC reponts at fair value all of its derivative instruments and
certain borrowings that IFC has designated as components of fair value hedges. In addition, certain features in
various loan agreements, equity investment agreements, and borrowing contracts contain cmbedded derivatives
that, for accounting purposes, are separately accounted as cither derivative assets or liabilities, including puts, caps,
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floors, and forwards. Few of these instruments have a ready market valuation, Therefore, the fair values of the
financtal instruments with no quoted market prices are estimated using complex pricing models of the net present
value of estimated future cash flows. Management makes numerous assumptions in developing the pricing models,
including the appropriate discount rates, interest rates, and related volatility and expected movement in foreign
currency exchange rates. Changes in assumptions could have a significant impact on the amounis reported as assets
and Habilities and the related gains and losses reported in the income statement. The fair value computations affect
both the Client Services and Treasury segments of IFC (see Note R to the restated FY07 consolidated financial
statements for further discussion of IFC's business segmenls).

Additional information can be lound in Notes A, O and I’ 0 the restated FYO7 consolidated financial
statements.

PENSION AND OTHER POSTRETIREMENT BENEFITS

IFC participates, along with IBRD and MIGA, in pension and postretirement benefit plans that cover
substantially all of their staff members. All costs, assets and liabilities associated with the plans are allocated
between IBRD, IFC and MIGA based upon their employees® respective participation in the plans. The underlying
actuarial assumptions used to determine the projected benefit obligations, fair value of plan assets and funded status
associated with these plans are based on financial market interest rates, past experience, and management’s best
estimate of future benefit changes and economic conditions. For further details, please refer to Note S to the restated
FY(Q7 consolidated financial statements.
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RESULTS OF OPERATIONS

STATEMENTS oF INCOME

The summary consolidated staiements of income of IFC presented below have been derived from consolidated
financial statements audited by Deloitte & Touche [.LP. Certain amounts have been reclassified so as to conform
with current year presentation. The information set forth below should be read in conjunction with the consolidated

financial statements and notes thereto as well as other information included elsewhere herein.

Years ended June 30,

2007 2006 2005

(As restated) ¢As restated) (As restated) 2004 2003
{in millions of US dollars)
Interest and financial fees from loans and debt
Securitics . ... ... ... $1,075 § 807 $ 660 $ 518 $477
Income from liquid asset trading activities .. ... 618 444 358 177 475
Charges on borrowings. . ... ... ..o vvv v, .. (801) (603) 309) (141) (226)
Income from equity investments
Realized capital gains on equity sales ... .. 1.942 928 723 386 52
Dividends and profit participations . ...... 398 327 258 207 147
Unrealized income from LLPs and cenain
LLCS o 19 56 T 191 — —
Changes in carrying value of equity
investments. . ... ... ... — — 269 69 (30)
Equity investment impairment write-
downs. ... .. (40) (57 62) — —
Other......... ... . i (13) (26) (14) {4 4
Total income from equity investments . . .. ... 2,306 1,228 1,365 658 145
Release of (provision for) losses on loans and
QUARANTEES . . ..ot e e 43 (15} 261 103 48)
Other inCome. . ..o v i e e i 99 109 86 79 23
Otherexpense .. ... ... ... ... ... ... ..... (505) 47D (430) (383) (360)
Income before expenditures for advisory
services, expenditures for PBG, grants to
IDA and net (losses) gains on non-trading
finandal instruments .................. 2.835 1,499 1,991 1.011 556
Expenditures for advisory services .. ......... (96) (55) (38) (29 28)
Expenditures for PBG .. ... ... ... ... ... — (33) — — —
Gramsto IDA .. ... ... ... ... ... ... (150} — — — —
Income after expenditures for advisory
services, expenditures for PBG, grants to
IDA and before net (losses) gains on non-
trading financial instruments (“operating
inmcome”). . ... ... 2,589 1.409 1,953 982 528
Net (losses) gains on other non-trading financial
INStruments”® . . .. ... 99) (145) 61 11 (A1
NETINCOME. ... ... ... ... ... .. ... $2.,490 $1.264 $2.014 § 993 §$487

3 See Note O 1o IFC’s restated FY(07 consolidated financial statemens,
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The main etements of IFC’s net income, and influences on the level and variability of operating and net income
from year to year, are:

ELEMENTS SIGNIFICANT INFLUENCES

Operating income:

Spread on interest carning asscts Nonaccruals and recoveries of interest on loans
formerly in nonaccrual status and income from
participation notes

Liquid asset income Realized and unrealized gains and losses on the
liguid asset portfolios

Income from the equity investment pontfolio Performance of the equity portfolio (principally
capital gains, dividends)

Provisions for losses on loans and guarantees Level of provisions for losses on loans and
guarantees

Equity impairment write-downs Amount of impairment write-downs

Noninterest income and expense Level of advisory services provided by IFC to its

ctients, the level of expense from the staff
retiremnent and other benefits plans, and the
approved administrative and other budgets

Net income:
Net gains and losses on other non-trading financial Principally, differences between changes in fair
instruments values of derivative instruments and changes in fair
value of hedged items in fair value hedging

retationships

The following paragraphs detail significant variances between FY(7 and FY06, and FY(6 and FY0S, covering
the periods included in IFC’s restated FYO7 consolidated financial statements and an update of results for the six
months ended December 31, 2007, the date of IFC’s most recently issued consolidated condensed vnaudited
financial statements. As disclosed in Note A to IFC’s restated FYO7 consolidated financial statements, certain
amounts in FY06 and FY05 have been reclassified to conform to the current year’s presentation. Where applicable,
the following paragraphs reflect restated and reclassified prior year comparative information.

FYO07 versus FY06
Operating income

[FC’s income before expenditures for advisory services, PBG, grants 0 IDA and net (losses) gains on non-
trading financial instruments for FY07 was $2,835 million. Expenditures for advisory services for FY07 tolaled
$96 million and grants to IDA totaled $150 million, resulting in operating income for FY07 of $2.589 million.

The record operating performance in FY(7 was mainly attributable to significant equity income (principally
capital gains and dividends), In addition, there was a continued overall improvement in the quality of the loan and
equity investment portfolio, as measured by portfolio impairment and portfolio risk levels, although at a slower pace
than in FY06. The aggregate risk level within the porifolio has been reduced principally due to: (i) the successful
restructuring or rescheduling of problem projects; (ii) the growth in the outstanding portfolio in new investments
with better risk ratings; (iii) the writc-off of investments with worse risk ratings than the average risk rating of the
portfolio; and (iv) an overall improvement in country risk ratings. This improvement began during the latter stages
of FY03 and has continued through FY07. Additionally, IFC’s liquid asset portfolios yielded significant positive
contributions 1o IFC’s operating income, totaling $618 million in FYQ7.

A more detailed analysis of the components of [FC’s operating income follows.
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Interest and Financial Fees from Loans and Debr Securities

IFC’s primary interest carning asset is its loan ponfolio. Interest and financial fees from loans and debt
securities (including guarantee fees) for FYU7 tolaled $1,075 million, compared with $807 miliicn in FY06, an
increase of $268 million, or 33%.

The growth in the loan portfolio and the overall increase in average interest rates during FY07, when compared
with FY06, contributed $211 million of the increase in interest income. Recoveries of interest on loans being
removed from non-accrual status, net of reversals of income on loans being placed in nonaccrual status, were
$12 million lower in FY07, compared 1o FY06. Income from [FC’s participation notes, over and above mintimum
contractual interest, was $24 million higher in FY(7 than in FY06.

Commitment and financial fees, after the effects of deferring and amortizing nct toan origination fees, were
$45 million higher than in FY06, principally reflecting growth attributable (o strong commitments and
disburscments.

Charges on Borrowings

IFC’s charges on borrowings increased by $198 million, from $603 million in FY06 to $801 million in FY(7,
largely reflecting the increased US dollar interest rate environment, when companing FYQ7 and FY06. Charges on
borrowings in FY07 includes $8 million in respect of interest expense on secured borrowings (36 miltion in FY06),
The weighted average cost of IFC's borrowings outstanding from market sources, after the effects of borrowing-
related derivatives, rose during the year from 4.9% at June 30, 2006 to 5.0% at June 30, 2007, The size of the
borrowings portfolio, net of borrowing-related derivatives and before the effects of SFAS No. 133, increased by
$0.3 billion in FYO7 from $15.3 billion at June 30, 2006, to $15.6 billion at June 30, 2007.

Income from Liguid Asset Trading Activities

Income from liquid asset trading activities cornprises interest from time deposits and securities, net gains and
losses on trading activities, and a small currency translation effect. The liquid assets portfolio, net of derivatives and
sccurities lending activities, increased from $12.7 billion at June 30, 2006, to $13.3 billion at June 30, 2007.

Liquid asset income totaled $618 miilion in FY07 ($444 million in FY(6). In a year when US interest rates
were relatively stable, although higher on average than in FY06, IFC has been able 10 increase the level of absolute
income from its liquid asset portfolios. In FYO07, the PO and P3 portfolios outperformed their respective bench-
marks, while the P1, P2, and P4 portfolios underperformed their respective benchmarks. In FY 06, ail of IFC’s liquid
asset portfolios outperformed their respective benchmarks.

The P1 porifolio gencrated income of $211 million in FYO7, a return of 4.61%. In FY06, the P1 portfolio
generaled a return of $288 million, or 5.20%. The P3 portfolio, managed against the same variable ralc target as the
P1 portiolio returned $59 million in FY(7, or 5.82%, $16 million higher than the $43 million, or 4.31%, return in
FY06.

The P2 and P4 portfolios returned $247 million (4.34%) and $20 million (5.17%) in FY(7, respectively, as
compared to 364 million (1.38%) and $2 million (0.35%) in FY06.

IFC’s PO portfolio carned $81 million in FYO7, a total return of 5.52%, as compared to $47 million {4.48%) in
FYO06.
Income from Eguity Investments

Income from the equity investment portfolio increased by $1,078 million from $1,228 million in FY06t0 a
record $2,306 million in FYOQ7.

IFC generated realized capital gains on equily sales, including recoveries of previously written-off equity
investments and net of losses on sales of equity investments, for FY07 of $1,942 million, as compared with
$928 million for FY06, an increase of $1,014 million. During FYO07, IFC sold its shares in Banca Comerciala
Romana S.A. (“BCR™) and recorded a capital gain in the amount of $833 million. Total realized capital gains on
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equity sales from 13 investments penerated individual capital gains in excess of $20 million and comprised 76% of
the FY 07 gains (before write-offs and losses on sales), compared to 11 investments that generated individual capital
gains in excess of $20 million and comprised 42% of the FY06 gains. IFC continued to take advantage of buoyant
markets throughout most of FYQ7 10 sell equitics and take some limited gains in investments where IFC’s
developmental role was complete, and where pre-determined sales trigger levels had been met.

Dividend income was also significantly higher in FY07 at $398 million, as compared with $327 million in
FY06. Consistent with FY06, a significant amount of [IFC’s dividend income in FY07 was due to returns on IFC’s
joint ventures in the oil, gas and mining sectors accounted for under the cost recovery method, which totaled
$64 million in FY(7, as compared with $86 million in FY06.

Income from LLPs, certain LLLCs, and other investments accounted for under the equity method totaled
519 million iz FYO7 ($56 million in FY06).

Release of Provision for Losses on Loans and Guarantees

As noted above. the quality of IFC’s loan portfolio continued to improve during FYQ7 although at a slower
pace than in FY06 and ¥FY05. IFC recorded a relcase of provision {or losses on loans and guarantees of $43 million
in FY07 ($15 million provision in FYO06). including $2 million in respect of guarantees ($5 million provision in
FY06). On June 30, 2007, IFC’s total reserves against losses on loans were 6.5% of the disbursed and outstanding
loan portfolio excluding unamortized deferred net loun origination fees and the unamortized SFAS No. 133
transition adjustment (8.3% at June 30, 2006).

Other Income

Other income of $99 million for FY(07 was $20 million lower than in FYO06 ($109 million).

Other Expenses

Administrative expenses (the principal component of other expenses) increased by 11% from $436 million in
FY06 to $482 million in FYO7, principally reflecting the significant increase in business volumes and staff
complement in country offices in FY (7 when compured 10 FY06. Administrative expenses include the grossing-up
effect of ceriain revenues and expenses attributable 1o IFC’s reimbursable program and jeopardy projects
(334 million in FY07, as compared with $37 million in FY06). IFC recorded expensc from pension and other
postretirement benefit plans in FYO7 of $15 million, as compared with $28 million in FY06.

Expenditures for Advisory Services

Expenditures for Advisory service in FYO7 totaled $96 million, $41 million, or 75% higher than expenditures
for advisory services of 355 million in FY06. The increase reflects the continued growth in demand for such
services.

Grants to IDA

During FY07, IFC transferred $150 million to IDA, recording an expense of $150 million,

Net Income

As more fully disclosed in Notes A, O and P to [FC’s restated FY07 consolidated financial statements, IFC has
designated certain hedging relationships in its borrowing activities as fair value hedges. [FC generally matches the
terms of fis derivatives with the terms of the specific underlying borrowing hedged, in terms of currencies, maturity
dates, resct dates, interest rates, and other features. However, differing valuation methodologies are applied 1o the
denvative and the hedged financial instrument. The resulting ineffectiveness calculated for such relationships is
recorded in net (losses) gains on non-trading financial instruments, in net income.
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The effects of SFAS No. 133 on net income in FY07 and FY 06 can be summarized as follows (US$ millions):

FY 07 FY06
OPErating iNCOMIC . .. o ot it ittt et e e e e e e e e $2,589 51,409
SFAS No. 133 adjustments:
Net (losses) gains on other non-trading financial instruments . ... ... ... ... ...... ... (99) (145)
Nl IMCOME . oot e e e e e e $2,490 31264

Net (losses) gains on other non-trading financial instruments largely comprises the difference between the
change in fair value of derivative instruments and the change in fair value of the hedged item under designated
hedging relationships and the fair value of derivative instruments for which hedge accounting has not been elected
in relation to borrowings and lending activities.

FY06 versus FY05
Operating Income

IFC’s income before expenditures for advisory services and PBG and net (losses) gains on non-trading
financial instruments for FYQ6 was $1,499 million. Expenditures for advisory services for FY06 were $55 million,
and expenditures for PBG for FY06 were $35 million, resulting in operating income for FY06 of $1,409 million.
The continued strong operating performance in FY06, following on FY05's record year, was mainly attributable to
continued significant equity income (principally capital gains and dividends) and a continued overall improvernent
in the quality of the loan and equity investment portfolio, as measured by portfolio impairment and pertfolio risk
levels, although at a slower pace than in FY05. The aggregate risk level within the portfolic has been reduced
principally duc to: (i) the successful restructuring or rescheduling of problem projects; (ii) the growth in the
outstanding porifolio in new investments with better risk ratings; (iii) the write-off of investments with worse risk
ratings than the average risk rating of the portfolio; and (iv) an overall improvement in country risk ratings. This
improvement began during the latier stages of FY03 and continued up to and including FY06. 1FC’s liquid asset
portfolios yielded strong positive contributions to IFC’s operating income.

A more detailed analysis of the components of IFC’s operating income follows.

Interest and Financial Fees from Loans and Debt Securities

IFC’s primary interest caming assets i its Igan portfolio. Interest and financial fees from loans and debt
sceyrities (including guarantee fees) for FY(6 totaled $807 million, compared with $660 million in FY0S, an
increase of $147 million, or 22%.

Interest income increased from $574 million in FY03 to $743 million in FY06, an increase of $169 million, or
29%. The growth in the loan portfolio and the overall increase in average interest rates during FYO06, when
compared with FYQS, contributed $231 million, including net interest income on lending-related swaps, of the
increase in interest income. Recoveries of interest on loans being removed from non-accrual status, net of reversals
of income on loans being placed in nonaccrual status, were $20 million lower in FY06, compared 1o FY03. Income
from IFC’s padicipation notes, over and above mitimum contractual interest, was $25 million lower in FY06 than
in FY03. Interest income from loans serving as colluleral under secured borrowing arrangements totaled $6 million
in FY06 (30 in FYO3).

Commitment and financial fees fell to $64 million in FY06 from $86 million in FYQ3, principally reflecting
the change in accounting principle concerning the deferral of net loan origination fees which offset the growth
attributable to strong commitments and disbursements.

Charges on Borrowings

IFC’s charges on borrowings increased by $294 million, from $309 million in FY03 to $603 million in FY 06,
largely reflecting the increased US dollar interest raie environment, when comparing FYO06 and FYO03. Charges on
borrowings in FY06 includes $6 million in respect of interest expense on secured horrowings (30 in FY05). The
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weighted average cost of IFC’s borrowings outstanding (rom markel sources, after the effects of borrowing-related
derivatives, rose during the year from 3.3% at June 30, 2005 to 4.9% at Junc 30, 2006. The size of the borrowings
portfolio, net of borrowing-related derivatives and before the effects of SFAS No. 133 decreasced by $0.7 billion in
FY06 from $16.0 hillion at June 30, 20035, to $13.3 billion at June 30, 2006.

Income from Ligquid Asset Trading Activities

Income from liquid asset trading activities comprises interest from {ime deposiis and securities, net gains and
losses on trading activities, and a small currency effect. The liquid assets portfolio, net of derivatives and securities
lending activities, decreased from $13.3 billion at June 30, 2005, to $12.7 billion at June 30, 2006,

Liquid asset income totaled $444 million in FY06 ($358 million in FY03). In a year when interest rates rose,
[FC has still been able 1o increase income. In FY 06, all of [FC s liquid asset portfolios cutperformed their respective
benchmarks,

The majority of liquid asset income in FY06 was attributable to [FC’s P1 portfolio, which is actively managed
against a variable rate benchmark, This portfolio generated income of $288 million in FY06, a return of 5.20%
($162 million in FY0S, a return of 2.24%). The P3 portfolio, managed against the same variable rate target, returned
$43 million in FY06, $17 million higher than in FY0S.

The P2 and P4 portfolios delivered 156 and 54 basis points of excess return versus their Lehman Brothers
[ntermediate US Treasury Index. With rates on the rise, the benchmark actually lost 0.19% in FY06. The P2 and P4
portfolios returned $64 million (1.38%) and $2 million (0.35%) in FY 06, respectively, as compared to $130 million
(3.73%) and $16 million (4.51%) in FYQ03. The positive performance of the P2 portfolio was achieved due Lo
directional and yield curve strategics designed specifically to take advantage of the tightening of monetary policy in
the United States, Europe and Japan.

IFC’s holdings of US, European and Japanese inflation-indexed securities whose income varies with inflation
in the Pland P2 porifolios was a significant contributor to the outperformance relative to benchmark.

Income from Equity Investments

Income from the equity investment portfolio decreased by $137 million from $1,365 million in FYO05 to
31,228 miltion in FYQ6.

[FC generated realized capital gaing on equity sales, including recoveries of previously written-off cquity
investments and net of losses on sales of equity investments, for FY06 of $928 million, as compared with
5723 million for FYQS, an increase of $205 million, Realized capital gains on equily sales from 14 investments
comprised 50% of the FY06 gains (before write-offs and losses on sales), compared to 19 investmenlts comprising
71% of the FY0S gains. IFC continued to take advantage of buoyant markets throughout most of FY06 to scll
equitics and take some limited gains in investments where IFC's developmental role was complete, and where pre-
determined sales trigger levels had been met,

Dividend income was also significantly higher in FY06 at $327 million, as compared with $258 million in
FY05. Consistent with FY03, a significant amount of IFC’s dividend income in FY (6 was due to returns an IFC's
joiml ventures in the oil, gas and mining sectors accounted for under the cost recovery method, which totaled
$86 million in FY06, as compared with $106 million in FY03,

Income from LILPs, centain [L1L.Cs, and other investments accounted for under the equity method (otaled
$56 million in FY06 ($191 million in FY03).
Provisions for Losses on Loans and Guarantees

As noted above, the quality of 1FC’s loan portfolio continued to improve during FY06, although at a slower
pace than in FY(05. IFC recorded a small provision for losses on loans and guarantees of $15 million in FY06
($261 million release of provision in FYO0S), including $5 million in respect of guarantees ($3 million release of
provision in FY03). On June 30, 2008, IFC's total reserves against losses on loans were 8.3% of the disbursed and
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outstanding loan portfolio excluding unamortized deferred net loan origination fees and the unamortized
SFAS No. 133 transition adjustment (9.9% at June 30, 2005).

Other Income

Other income of $109 million for FY06 was $23 million higher than in FY(Q5 ($86 million).

Other Expenses

Administrative expenses (the principal component of other expenses) increased by 8% {rom $403 million in
FYO5 to $436 million in FY06, principally reflecting IFC’s higher budget authorily in FY06 when compared (o
FYQ35. Administrative expenses include the grossing-up effect of certain revenues and expenses attributable 1o [FC’s
reimbursable program and jeopardy projects ($37 million in FY06, as compared with $33 million in FY03). IFC
recorded expense from pension and other postretirement benefit plans in FY06 of $28 million, as compared with
$14 million in FY05.

Net Income

As more fully disclosed in Notes A, O and P to 1FC’s restated FY07 consolidated financial statements, IFC has
designated certain hedging relationships in its borrowing activities as fair value hedges. [FC generally maiches the
terms of its derivatives with the terms of the specific underlying borrowing hedged, in terms of currencies, matarity
dates, reset dates, interest rates, and other features. However, differing valuation methodologics are applied (o the
derivative and the hedged financial instrument. The resulting ineffectiveness calculated for such refationships is
recorded in net (losses) gains on non-trading financial instruments, in net income.

The cffects of SFAS No. 133 on net income in FY06 ard FY03 can be summarized as follows (US$ millions):

FY 06 FY05
Operating INCOME « . . . .. ot it e et e e e e e $1,400  $1933
SFAS No. 133 adjustments:
Net (losses) gains on other non-trading financial instruments ... ................... (145) 6l
Nl OO .« o vt vttt e et et e e e $1,264 32,014

Net (losses) gains on other non-trading financial instruments largely comprises the difference between the
change in fair value of derivative instruments and the change in fair value of the hedged item under designated
hedging relationships and the fair value of derivative instruments lor which hedge accounting has not been elected
in relation to borrowings and lending activitics.

Six months ended December 31, 2007
Operating Income

IFC’s income before expenditures for advisory services, expenditures for PBG, and net gains (losses) on other
non-trading financial instruments accounted for at fair value for the six months ended December 31, 2007 was
$1,345 million. Expenditures for advisory services for the six months ended December 31, 2007 totaled $48 million
and expenditures for PBG totaled $1 million, resulting in operating income for the six months ended December 31,
2007 of $1,296 million.

The operating performance for the six months ended December 31, 2007 continued the recent strong trend.
Where appropriate, IFC has divested and taken gains in cquity investments where its developmental mandate is
complete in conformity with sales strategies. In addition, the overall quality of the loan, equity and debt security
investment portfolio, as measured by portfolio impairment and portfolio risk levels, marginally improved from the
end of FY07. Additionally, IFC’s liquid assct income on an absolute return basis was robust for the six months ended
December 31, 2007, despile the recent “credit crunch” in the United States and its adverse impact on the value of
certain asset-backed and mongage-backed securities held in some of IFC’s liquid asset portfolios. Liquid asset
income was $488 million for the six months ended December 31, 2007.
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A more detailed analysis of the components of TFC’s operating income follows.

Interest und Financial Fees from Loans and Debt Securities

Interest and financial fees from loans and debt securities (including guarantee fees) for the six months ended
December 31, 2007 totaled $593 million, compared with $533 million for the six months ended December 31, 2006,
an increase of $60 million, or 11%.

The growth in the loan ponfolio and the overall increase in average interest rates during the six months ended
December 31, 2007, when compared with the six months ended December 31, 2006, contributed $74 million of the
increase in interest income. Income from IFC’s participation notes, over and above minimum contractual interest,
was $24 million lower in the six months ended December 31, 2007 than in the six months ended December 31, 2006.
Other factors resulted in a $3 million decrease in interest and {inancial fees from loans and debt securities for the six
months ended December 31, 2007 when compared 1o the six months ended December 31, 2006.

Commitment and financial fees were $13 million higher than in the six months ended December 31, 2006,
principally reflecting growth attributable to strong commitments and disbursements.

Charges on Borrowings

IFC’s charges on borowings increased by $20 million, from $400 million in the six months ended Decem-
ber 31, 2006 to $420 million in the six months ended December 31, 2007, lurgely reflecting the increased US dollar
interest rate environment, when comparing the six months ended December 31, 2007 to the six months ended
December 31, 2006.

Income from Liguid Asset Trading Activities

Liquid assetl income totaled $S488 million in the six months ended December 31, 2007 ($357 million in the six
months ended December 31, 2006). In the six months ended December 31, 2007, the P1, P2, P3 and P4 portfolios
underperformed their respective henchmarks and the PO portfolio outperformed its benchmark. The main cause of
the underperformances when compared to benchmark was the poor performance of the holdings of mortgage-
backed securities. Weaker housing data in the United States led to lower market valuations of mortgage-backed
securities. Announcements of widespread credit losses and write downs fueled systemic risk concerns in the global
banking system and led to a global deleveraging and a general flight to quality. United States Treasury paper rallied
sharply and prices for all credit paper regardless of the intrinsic credit quality suffered substantially.

The P1 portfolio generated income of $24 million in the six months ended December 31, 2007, a retumn of
0.72%. In the six months ended December 31, 2006, the 1 portfolio generated a return of $104 miilion, or2.11%.

The P2 portfolio returned $337 million (5.81%) in the six months ended December 31, 2007, as compared to
$164 million (3.19%) in the six months ended December 31, 2006. The P2 portfolio is primarily invested in US
treasury bonds and mortgage-backed securities. The P2 portfolio returns benefited from the strong rally in the
United States Treasury market.

At December 31,2007, the IP1 and P2 portfolios had $5.0 billicn in various asset-backed securities (32.8 bitlion
in the P1 portfolio and $2.2 billion in the P2 portfolio), the majosily of which were in US residential mortgage-
backed securities with smaller portions of commercial mortgage-hacked securilics and other asset-backed secu-
rities. None of IFC's holdings faced a downgrade in the six months ended December 31, 2007. All asset-backed
securities are triple-A rated.

The P3 portfolio, managed against the same variable rate tarpet as the P1 portfolio, returned $26 million in the
six months ended December 31, 2007, or 2.47%, 35 million lower than the $31 million, or 3.11%, return in the six
months ended December 31, 2006.

The P4 porifolio returned $17 million (3.92%) in the six months ¢nded December 31, 2007, as compared to
$16 million (3.72%) in the six months ended December 31, 2006. The P4 portfolio is managed against, and
underperformed, the same benchmark as the P2 ponfolio.
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IFC’s PO portfolio earmed $42 million in the six months ended December 31, 2007, a return of 2.73%, as
compared to $42 million (2.76%) in the six months ended December 31, 2007.

Beginning in FY08, IFC holds liquidity in local currency pending disbursements of locat currency loans. Such
liquidity totaled $347 million in Brazilian Real at December 31, 2007. Income from liquid asset trading activities in
the six months ended December 31, 2007 includes income from this portfolio in the amount of $42 miliion.

Income from Equity Investments

Income from equity investments decreased by $782 million from $1,757 million in the six months ended
December 31, 2006 to $975 million in the six months ended December 31, 2007.

[FC generated realized capital gains on equily sales, including recoveries of previously written-off equity
investments and net of losses on sales of equity investments, for the six months ended December 31, 2007 of
$597 million, as compared with $1,607 million for the six months ended December 31, 2006, a decrease of
$1,010 million. Total realized capital gains on equity sales from five investments generated individual capital gains
in excess of $20 million and comprised 54% of the gains in the six months ended December 31, 2007 (before write-
offs and losses on sales}, compared to eight investments that generated individual capital gains in excess of
$20 million and comprised 82% of the gains in the six months ended December 31, 2006. During the six months
ended December 31, 2000, IFC sold its shares in BCR and recorded a capital gain in the amount of $833 million.
During the six months ended December 31, 2007, IFC continued to sell equities and take some limited gains in
investments where IFC’s developmental role was complete, and where pre-determined sales trigger levels had been
met.

Dividend income was largely unchanged in the six months ended December 31, 2007 at $204 million, as
compared with 3206 million in the six months ended December 31, 2006. A significant amount of IFC’s dividend
income is due to returns on [FC’s joint ventures in the oil, gas and mining sectors accounted for under the cost
recovery method, which totaled $32 million in the six months ended December 31, 2007, as compared with
$30 million in the six months ended December 31, 2006.

Effective July 1, 2007, IFC etected to carly adopt SFAS No. 159, the Fair Value Option of Financial Assets and
Financial Liabilities (“SFAS No. 159™) for all equity investments in which IFC has greater than 20% holdings
and/or equity and fund investments which, in the absence of SFAS No. 159, would be required to be accounted for
under the equity method. This adoption of SFAS No. 159 was designed to reduce US GAAP and IFRS differences
and elirminate the use of the equity method of accounting for certain of JFC’s equity investments. I[FC believes that
accounting for such equitly investments at fair value as opposed to the equity method results in a more appropriate
financial statement representation of IFC’s investments. In accordance with the adoption of SFAS No. 159, IFC has
recorded unrealized gains on equity investments accounted for at fair value of $121 million in the six months ended
December 31, 2007. Unrealized gains on equity investments are highly concentrated with four investments
accounting for $117 million of unrealized gains on such equity investments.

Unrealized gains on equity investments also includes non-monetary exchange transactions, such as loan and
debt security conversions to equity where the fair value of investments received excecds the carrying value of
investments exchanged, in the amount of $84 million in the six months ended December 31, 2007.

Income from investments accounted for under the equity method totaled $(30) million in the six months ended
December 31, 2006.
Provision for Losses on Loans and Guarantees

The quality of IFC’s loan portfolio was marginally improved from Jure 30, 2007. IFC recorded a provision for
losses on loans and guarantees of $1 million in the six months ended December 31, 2007 ($29 million release of
provision in the six months ended December 31, 2006), including $1 million in respect of guarantees ($3 million
provision in the six months ended December 31, 2006).
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Other Income

Other income of $55 million for the six months ended December 31, 2007 was $14 million higher than in the
six months ended December 31, 2006 ($41 million).

Other Expenses

Administrative expenses (the principal component of other expenses) increased by 18% from $243 million in
the six months ended December 31, 2006, to $286 million in the six months ended December 31, 2007, principally
reflecting the significant increase in business volumes and siaff complement in country offices. Foreign currency
transaction losses on non-trading activities in the six months ended December 31, 2007 totaled $353 million as
compared with foreign currency transaction gains on non-trading activities in the amount of $3 million in the six
months ended December 31, 2006. Foreign currency transaction gains on non-trading activities of $39 million
related to debt securities accounted for as available-for-sale in the six months ended December 31, 2007 are
included in unrcalized gains on debt securities accounted for as available-for-sale in other comprehensive income.

Expenditures for Advisory Services

Expenditures for advisory service in the six months ended December 31, 2007 totaled $48 million, $9 million
higher than in the six months ended December 31, 2006. The increase reflects the continued growth in demand for
such services.

Grants to I1DA

On October 22, 2007, IFC’s Board of Governors noted with approval the designation of $500 million to IDA.
There were no expenditures for prants to IDA in the six months ended December 31, 2007, On March 18, 2008, IFC
and 1A signed an agreement whereby [FC is to provide a grant to [DA in the amount of $500 million for IDA to use
in providing financing in the form of grants in addition to loans, all in furtherance of [FC’s purpose as stated in its
Articles of Agreement. IFC will record a grant expense in the amount of $500 million in the three months ending
March 31, 2008.

Ner Income

As more fully disclosed in Notes A and F to IFC’s consoliduted condensed financial statements for the six
months ended December 31.2007. [FC has also elected to early adopt SFAS No. 159 for all market borrowings with
associated derivatives to reduce US GAAP and IFRS differences, to reduce reported volatility in reported net
income by alleviating the “mixed attribule accounting” for deep discount bonds and associated derivalives that did
not qualify for hedge accounting in accordance with SFAS No. 133, and to eliminate the hedge accounting and
documentation requirements of SFAS No. 133. Priorto July 1, 2007, [FC designated certain hedging relationships
in its borrowing activities as fair value hedges.

The effects of applying SFAS No. 159 in the six months ended December 31, 2007 and SFAS No, 133 in the six
months ended Decemnber 31, 2006 on net income in respect of market borrowings and associated dervatives can be
summarized as follows (US$ millions):

Six Months Six Months
Ended Ended
December 31, December 31,
2007 2006
Unrealized losses on market bOMOWINGS .. ... ... tee o, $(368) $—
Unrealized pains on derivatives associated with market borrowings ... ... ... .. 381 —
Difference between changes in fair value of derivative instruments designated as
a fair value hedge and change in fair value of hedged items attributuble 10
risksbeing hedged . ... ... L — 46
NELIICOME. © o it et et e e et e e e e e e 3 13 346

|
|




All other non-trading derivatives, including stand-alone and embedded derivatives in the loan, equily and debt
security portfolio, continue to be accounted for in accordance with SFAS No. 133, Unrealized gains on all other
non-trading derivatives for the six months ended December 31, 2007 totaled $16 million for the six months ended
December 31, 2007 ($85 million unrcalized loss - six months ended December 31, 2006).

Additional impacts of SFAS No. 159 and SFAS No. 157, Fair Value Measurements ( “SFAS No. 157"}

Pursuant to the adoption of SFAS No. 139 effective July 1, 2007, IFC recorded a net gain of $284 million in
retained carnings in respect of equily investments accounted for at fair value to adjust previously reported carrying
values of such equity investments at June 30, 2007. Such cquity investments were previously reported at cost less
impairment or at IFC’s share of net assets for those accounted for under the equity method.

IFC also recorded a net gain of $150 million in retained earnings in respect of borrowings from market sources
accounted for at fair value to adjust previously reported carrying values of such markel borrowings at June 30, 2007.
Certain market borrowings were previously either reported at amortized cost (when not in designaied hedging
relationships) or at fair value using models {(when in designated hedging relationships). Beginning July 1, 2007,
such market borrowings are valued using quoted market prices, when such prices are readily available.

Pursuant to the adoption of SFAS No. 157 effcctive July 1, 2007, IFC began reporting at fair vatue those equity
investments that are listed in markets that provide readily determinable fair values (excluding listed equity
investments with lock up periods greater than one year from the balance sheet date), with unrcalized gains and
losses being reported in other comprehensive income. IFC recorded a transition adjustment to accumulated other
comprehensive income in the amount of $2,923 million o adjust previously reported carrying values of such equity
investments at June 30, 2007. Such equity investments were previously reported on IFC’s June 30, 2007 restated
consolidated balance sheet at cost less impairment. During the six months ended December 31, 2007, the fair value
of such equity investmenls increased by $943 million, which has been reported in other comprehensive income.

Investment Program Summary

IFC recorded commitments of $4,736 million in the six months ended December 31, 2007, B-loan commit-
ments were $1,550 million, structured finance commitments, net, (otaled $685 million, and parallel loans from other
financial institutions were $29 million in the six months ended December 31, 2007. For every dollar that [FC
committed in the six months ended December 31, 2007, IFC mobilized (in the form of B-loans; paratlel loans, and
the non-1FC portion of structured finance} $0.48.

IFC disbursed $4.0 billion for its own account and approved new investments (or its own account totaling
$5.8 billion in the six months ended December 31, 2007.

GOVERNANCE

MANAGEMENT CHANGES

The Board of Directors is charged, under the Articles of Agreement, with the selection of {FC’s President.
Mr. Paul Wolfowitz resigned on June 30, 2007. The Board of Directors unanimously selected Mr. Robent B. Zoellick
10 be the next President; his appointment became effective July 1, 2007.

Mr. Michel G. Maila was appointed Vice President, Risk Management effective January 15, 2007. Mr. Jyrki L
Koskelo was appointed Vice President, Africa, Global Financia! Markets and Funds effective October 8, 2007,
Ms. Rachel Kyte was appointed Vice President, Business Advisory Services effective March 31, 2008, Mr. Edward
A. Nassim, formerly Acting Vice President, Comporate Advisory Services, retired on November 30, 2007,

On April 4, 2008, 10 strengthen the management of IFC’s growth and decentralization, IFC announced the
creation of two new Vice Presidencies and the realignment of certain responsibilitics across the Management
Group, ali effective July 1,2008. Effective that date. Mr. Rashad Kaldany is appointed Vice President, Middle East
and North Africa, and Global Infrastructure Cluster, and Mr. Thierry Tanoh is appointed Vice President, Sub-
Saharan Africa. Effective the same date, the portfolios in the Vice Presidencies headed by Ms. Farida Khambata and
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Mr. Jyrki 1. Koskelo will be realigned as follows: Ms. Khambata will be Vice President, Asia, Latin America and
Global Manufacturing Cluster, and Mr. Koskelo will be Vice President, Europe/Central Asia and Global Financial
Markets Cluster.

Boarp oF DHRECTORS

In accordance with its Articles of Agreement, members of IFC's Board of Directors are appointed or elected by
their member governments. These Directors are neither officers nor staff of IFC. The President is the only
management member of the Board of Directors, serving as a non-voting member and as Chairman of the Board of
Directors. The Board of Dircctors has established several Committees including:

» Committee on Development Effectiveness
+ Audit Committee

+ Budget Committec

Personnet Committee

Ethics Committee
+ Committee on Governance and Administrative Matters

The Board of Directors and its Committees function in continuous session at the principal offices of the World
Bank Group, as business requircs. Fach Cormmittee’s terms ol reference cstablish its respective roles and
responsibilitics. As Commitiees do not vote on issues, their role is primarily to serve the fult Board ol Directors
in discharging its responsibilities.

Aupir CoOMMITTEE
Membership

The Audit Committee consists of eight members of the Board of Directors. Membership on the Committee is
determincd by the Board of Directors, based upon nominations by the Chairman of the Board of Directors,
following informal consultation with the Directors. In addition, membership of the Committee is expected to reflect
the economic and geographic diversity of IFC's member countries. Qther relevant selection criteria include
seniority, continuity and relevant cxperience. Some or all of the responsibilities of individual Committee members
are performed by their aliernates or advisors. Generally, Committee members are appointed for a {wo-year lerm;
reappointment 10 a second term, when possible, is desimble for continuity. Audit Committee meetings are penerally
open to any members of the Board of Directors who may wish to attend, and non-Committee members of the Board
of Directors may participate in the discussion. In addition, the Chairman of the Audit Committee may speak in that
capacity at meetings of the Board of Directors with respect (o discussions held in the Audit Committee.

Key Responsibilities

The Audit Committee is appointed by the Board of Directors (o assist it in the oversight and assessment of
IFC’s finances and accounting, including the effectiveness of financial policies, the integrity of financial stalements,
the system of internal controls regarding finance, accounting and cthics (including fraud and corruption), and
financial and operational risks. The Audit Committee also has the responsibility for reviewing the parformance and
recommending 1o the Board of Direclors the appointment of the external auditor, as well as monitoring the
independence of the external auditor and meeting with it in cxecutive session, The Audit Committee panicipates in
oversight of the internal avdit function, including reviewing the responsibilities, siaffing and the effectiveness of
internal audit. The Committee also reviews the annual internal audit plan and meets with the Auditor General in
executive session. In the execution of its role, the Committee discusses with management, the external auditors, and
the internal auditors financial issues and policies which have a bearing on IFC’s financial position and risk-bearing
capacity. The Audit Committee monitors the evolution of developments in corporate governance and the role of
audit committecs on an ongoing hasis and revised its terms ol reference in FY (04,
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Communications

The Audit Committee communicates regularly with the Board of Directors through distribution of the
following:

» The minutes of its meetings.

« Reports of the Audit Committee prepared by the Chairman, which document discussions held. These reports
are distributed to the Directors, Alcrnates, World Bank Group Senior Management and Vice Presidents of
IFC.

« “Statement(s) of the Chairman” and statements issucd by other members of the Committee.

+ The Annual Report to the Board, which provides an overview of the main issues addressed by the Audit
Committee over the year.

The Audil Committee’s communications with the external auditor are described in the Auditor Independence
section, below,

" Executive Sessions

Members of the Audit Committee may convenc in executive session at any time, without management present.
Under the Committee’s terms of reference, it meets separately in executive session with the external and internal
auditors.

Access 1o Outside Resources and to Management

Throughout the year, the Audit Commiltee receives a large volume of information, which supports the
preparation of the financtal statements. The Audit Committce meets both formally and informally throughout the
year to discuss financial and accounting matters, Directors have complete access to the management of IFC. The
Audit Committee reviews and discusses with management the quarterly and annual financial statements. The
Committee also reviews with the external auditor the financial statements prior (o their publication and recommends
them for approval to the Board of Directors.

The Audit Committee has the capacity, under exceplional circumstances, (o obtain advice and assistance from
outside legal, accounting or other advisors as deemed appropriate.

Cope or ETHICS

The World Bank Group strives to foster and maintain a positive work environment that supports the ethical
behavior of its staff. To facilitate this cffort, the World Bank Group has a Code of Professional Ethics in place. The
Code (“Code of Professional Ethics — Living our Values™) applies to all staft (including managers, consultants, and
temporary employees) worldwide.

The Code is available in ninc languages on the World Bank Group’s Web site, www.worldbank.org. Staff
relations, conflicts of interest, and operational issues, including the accuracy of books and records, are key elements
of the Code.

In addition to the Code, an essential element of appropriate conduct is compliance with the obligations
embadied in the Principles of Staff Employment, Staff Rules, and Administrative Rules, the violation of which may
result in disciplinary action. In accordance with the Stafl Rules, senior managers must complete a confidential
financial disclosure instrument with the Office of Ethics and Business Conduct.

Guidance for staff is also provided through programs, training malerials, and other resources. Managers are
responsible for ensuring that internal systems, policies, and procedures are consistently aligned with the World
Bank Group's ethical goals. In support of its efforts on ethics, IBRD offers a variety of methods For informing staff
of these resources. Many of these efforts are headed by the following groups:

» The Office of Ethics and Business Conduct provides leadership, management and oversight for the World
Bank Group's ethics infrastructure including the Ethics Help Line, a consolidated conflicts of interest
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disclosure/ resolution system, financial disclosure, ongoing training to both internal and extemal audiences,
and communication resources.

« The Department of Institutional Integrity is charged with investigating allegations of fraud ard corruption
within the World Bank Group, The Department also investigates allegations of misconduct by World Bank
Group statf, and trains and cducates staff and clicnts in detecting and reporting fraud and corruption in World
Bank Group-funded projects. The Department reports directly 1o the President and is composed of
professionals from a range of disciplines including financial analysis, researchers, investigators, lawyers,
prosecutors, forensic accountants, and World Bank Group staft’ with operational experience.

The World Bank Group has in place procedures for the receipt, retention and treatment of complaints received
regarding accounting, internal conirols and auditing matters.

The World Bank Group offers both the Ethics Help Line and a Fraud and Corruption hotline run by an outside
firm staffed by trained specialists. This third-party service offers numerous methods of communication in addition
10 a tolifree hotline in countries where access to telecommunications may be limited. In addition, there are other
methods by which the Department of Institutional Integrity may receive allegations, including directly by email,
anonymously, or through confidential submission through its Web site, as well as the postal service and telephone.
AUDITOR INDEPENDENCE

In FYQ3, the Board of Directors adopted a set of principles applicable to the appointment of the external
auditor for IFC. Key features of those principles include:

+ Prohibition of the external auditor from the provision of all non audit-related services;

+ All audit-related services must be pre-approved on a case-by-case basis by the Board, upon recommendation
of the Audit Commitiee; :

* Mandatory rebidding of the external audit contract every [ive years;

+ Prohibition of any firm serving as external auditor for more than iwo consccutive five-year lerms;
+ Mandatory rotation of the senior partner after five years; and

= An evalualion of the performance of the external auditor at the mid-point of the five yecar term.

In FYO4, [FC’s external audiior, Deloitte & Touche LLP, began a new five-year term and will have served
eleven years as external auditor upon completion of that term, pursuant to a one-time grandfathered exemption from
the above-referenced ten-year limit. Even within a five-year term the service of the exteral auditors is subject to
rccommendation by the Audit Committee for annual reappointment and approval of a resolution by the Board of
Directors.

As a standard practice, the external auditor is present as an observer at virsally all Audit Committee meetings
and is frequently asked to present its perspective on issues. In addition, the Audit Commitiee meets periodically
with the external auditor in private session without management present. Communication between the external
auditor and the Audit Committee is ongoing, as frequently as is deemed necessary by either panty. [FC’s external
auditors follow the communication requirements with audil committces set out under U.S, generally accepted
auditing standards. In keeping with these standards, significant formal communications include:

« Quarterly and annual financial stalement reporting;

+ Annual appointment of the external auditors;

« Prescntation of the external audit plan;

+ Presentation of control recommendations and discussion of the COSO report; and

+ Presentation of a statement regarding independence.

In addition 1o Committee meetings, individual members of the Audit Committee have independent access 10
the external auditor.
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For FYQ7, Deloitte & Touche LLP served as IFC's independent external auditors. Administrative expenses for
FYO7 included the following professional fees for services provided by Deloitte & Touche LLP; $1.1 million for
audit services, and $0.4 million for audit-related scrvices and ail other fees. Audit-related services and all other fees
principally comprises internal control reviews as wel! as accounting consultations concerning financial accounting
and reporting standards.

ORGANIZATION AND ADMINISTRATION OF IFC

MEMBERSHIP

TFC was organized in 1956 with an original membership of 56 countries, which has since grown to 179 member
countries at June 30, 2007. Membership in IFC is open only to members of IBRD at such times and in accordance
with such terms and conditions as [FC shall prescribe.

Although any member may wilhdraw from membership in 1FC by delivering notice thereof in writing, any
government which ceases 10 be & member remains liable for all its obligations to IFC. In the event of withdrawal,
[FC will arrange for the repurchase of that government’s capital stock in IFC. Also, a member may be suspended by
a decision of a majority of the Governors exercising a majorily of IFC’s total voting power if such member fails 1o
fulftll any of its obligations to IFC.

ADMINISTRATION

IFC’s administration is comprised of the Board of Governors, the Board of Directors, the President, the
Executive Vice President, other officers and stalf.

All of the powers of [FC are vested in the Board of Governors which is composed of a Governor (and an
Alternate Governor) appointed by each member country of IFC. Each member country has 250 votes plus one
additional vote for each share of stock held by that member. Except as otherwise expressly provided in the Anicles
of Agreement, all matters before IFC are decided by a majority of the votes cast. The Board of Governors holds
regular annual meetings, but has delegated to the Board of Directors authority 10 exercise all of the powers of 1FC
except those reserved to the Governors under the Anticles of Agreement.

The Board of Directors is responsible for the conduct of the general operations of IFC. 1t is composed of each
Executive Director of IBRD who has been cither (i) appointed by a member of IBRD which is also a member of [FC,
or (ii) elected in an clection in which the votes of at least one member of IBRID which is also a member of IFC shall
have counted toward his or her election. Each Director is entitled to cast the number of votes which the member by
which he or she was appointed, or the member (or members) that voted for his or her election, is eatitled to cast. The
Board of Directors presently consists of 24 Direclors. Five Directors are appointed by individual members and the
remaining 19 are clected by the Governors representing the other members. The President of IBRD is ex officio
Chairman of the Board of Directors of IFC.

The President is the chief of the operating staff of IFC and is appointed by the Board of Directors. Under the
direction and control of the Board of Directors, the President is responsible for the organization, appointment and
dismissal of the officers and staff. The authority to conduct the ordinary business of IFC is vested in the Excculive
Vice President.



The following is a list of the principal officers of IFC at April 22, 2008:

President . . .. .. e Robert B. Zoellick
Executive Vice President and CEO. ... ... .. . o oo L. Lars H. Thunell
Vice President, Human Resources, Communications and

Administration. .. ... .. . e Dorothy H. Berry
Vice President, Real Sectors and Evrope/Central Asia. ... ... .. .. Declan 1. Duff
Vice President, Asta, Latin America, Middle East and North

AfTICa .. e e Farida Khambata
Vice President, Africa, Global Financial Markets and Funds ... .. .. Jyrki Koskelo
Vice President, Finance and Treasurer .. ... .o ee oo Nina B. Shapiro
Vice President, Financial and Private Sector Development and Chief

BCONOMISL . ., .o i e e et e e e Michael U, Klein
Vice President, Business Advisory Services ... .. ... .. ... .. Rachel Kyte
Vice President, Risk Management . ... ........... . .......... Michel G. Maila
General Counsel and Director, Legal Department . ... ... ... Jennifer A. Sullivan

IFC is a legal entity separate and distinct from IBRD. The funds of IFC are kept separate and apart from those
of IBRD, and obligations of [FC are not obligations of, or guaranteed by, IBRD.

THE ARTICLES OF AGREEMENT

The Articles of Agreement constilute [FC's governing chaner. They prescribe IFC’s purpose, capital structure
and organization, authorize the operations in which it may engage. prescribe limitations on the carrying on of those
operations and establish the status, privileges and immunities of IFC in its member countries. The Aricles of
Agreement also contain provisions with respect to the admission of additional members, the increase of the
authorized capital stock of IFC, the terms and conditions under which IFC may invest its funds, the distribution of
the net income of IFC 1o ils members, the withdrawal and suspension of members and the suspension of operations
of IFC.

Pursuant to its provisions, the Articles of Agreement may be amended only by a vote of three-fifths of the
Governors exercising 85% of the total voting power (except for certain provisions the amendmenlt of which requires
the affirmative vote of all Governors). The Articles of Agreement further provide that questions of interpretation of
provisions of the Articles of Agrecment arising between any member and IFC or between members of IFC shall be
decided by the Board of Direclors. Its decisions may be referred by any member to the Board of Governors, whose
decision is final. Pending the resuit of such reference, 1FC may act on the basis of the decision of the Board of
Directors.

Copies of the full text of the Articles of Agreement are availuble for inspection and distribution at IFC’s head
office in Washington, D.C.

LEGAL StaTus, IMMUNITIES AND PRIVILEGES

The Articles of Agreement contain provisions which accord 1o [FC legal status and certain immunities and
privileges in the territorics of each of its members, including those summarized below.

1FC has full juridical personality with capacity to make contracts, to acquire and dispose of property and to sue
and be sued. Actions may be brought against IFC only in a court of competent jurisdiction in the territories of a
member in which IFC has an office, has appointed an agent (o accept service of process, or has issued or guaranteed
securities, but no action may be brought against IFC by a member or persons acting for or deriving claims from a
member.

The Governors, Directors, Alternates and the officers and employees of IFC are immune from legal process for
acts performed by them in their official capacities.
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The archives of IFC are inviolable and the property and assets of IFC are immune from secizure, attachment or
execution prior to delivery of final judgment against IFC. The property and assets of IFC are also immune from
scarch, requisition, confiscation, expropriation or any other form of seizure by execcutive or legislative action.

[FC, its assets, property, income and its operations and transactions authorized by the Articles of Agreement,
are immune from all taxation and customs duties imposed by a member country. IFC is also immune from liability
for the collection or payment of any 1ax or duty.

Under the Articles of Agreement, securities issued or guaranteed by IFC and the interest or dividends thereon
are not subject to any tax (a) which discriminates against such sccurities solely because they are issued or
guaranieed by IFC or (b) if the sole jurisdictional basis for the tax is the place or currency in which such securitics
are issued, made payable or paid, or the location of any office or place of business maintained by [FC.

IFC in its discretion may waive any of the privileges and immunities conferred under the Articles of
Agreement upon such conditions as it may delermine.



INDEX TO CONSOLIDATED FINANCIAL STATEMENTS
June 38, 2007 (restated), September 30, 2007 and December 31, 2007

June 30, 2007 (restated)

Consolidated balance sheets as of June 30, 2007 and June 30,2006, .. ... .. ... .. i iiaL,
Consolidated income statements for each of the three years ended June 30,2007 ... ...............
Consolidated statements of comprehensive income for each of the three years ended June 30, 2007 . ...
Consolidated statemenis of changes in capital for each of the threg years ended June 30,2007 ...... ..
Consolidated statements of cash flows for each of the three years ended June 30,2007 . ... .. ... . ...
Statement of capital stock and voting power as of June 30,2007 .. ... ... ... L
Notes to consolidated financial STACIMENIS . . .. . . L. . i e et e
Independent Auditors’ REPOIT . . .. ot i e e e e e e

September 30. 2007

Consaolidated condensed balance sheets as of September 30, 2007 (unaudited) and June 30, 2007
Unaudited) . . ..

Consolidated condensed income statements for each of the three months ended September 30, 2007
(unaugdited) and September 30, 2006 (unaudited) . ... ... . e

Consolidated condensed statermnents of comprehensive income for cach of the three months ended
September 30, 2007 (unaudited) and September 30, 2006 (unavdited) . .. ... ... .. oo oL

Consolidated condensed statements of changes in capital for each of the three months ended
September 30, 2007 (unaudited) and September 30, 2006 (unaoditedy. . . ... ... Lo L

Consolidated condensed statements of cash Mows for the three months ended September 30, 2007
(unaudiled) and September 30, 2006 (unaudited) . ... ... L e

Notes to consolidated condensed financial statements (unaudited) . ... ... et e
Report of Independent ACCOURLINIS . . L . L L. . L L e

December 31, 2007

Consolidated condensed balance sheets as of December 31, 2007 (unaudited) and June 30, 2007
UnaudHEd) . . .. e e e

Consotidated condensed income statements for cach of the three and six months ended December 31,
2007 (unaudiied) and December 31, 2006 (unaudited) ... .. ... e e

Consolidated condensed statements of comprehensive income for each of the three and six months
ended December 31, 2007 (unaudited) and December 31, 2006 (unaudited) . ... ... . L.

Consotidated condensed statements of changes in capital for cach of the six months ended December 31,
2007 (unaudited) and December 31, 2006 (unaudited) ... .. ... ... .. ... ...

Consotidated condenscd statements of cash flows for the six months ended December 31, 2007
(unaudited) and December 31, 2006 (unaudited) . ... . . o e e

Notes to consolidaied condensed financial statements (unaudited) . ... ... ... ... .. .. ... . .. ...,
Report of Independent ACCOUDNLANIS . . . o o\t vttt e et et e s e e et e

45

51
52
82



INTERNATIONAL FINANCE CORPORATION

CONSOLIDATED BALANCE SHEETS

as of June 30, 2007 and June 30, 2006

(US$ millions)

Assets

Cash and dug froM DBNKS ......ccooceriiei ettt s easb s tes e st ses s ses saesem s s e s s ae steran

Time daposils .. -
Trading secunhes Note B
Securities purchased under resale agreemenis

Investments - Note C
Loans .

Net loans...
Equity investmen!.s .
Debt securities ...........

TOal IMVESIMIBNLS .ovtiisiree s e st s ete e s s et e et s st e s e st e g aee
Derivative asSets = NOTE P ... i s srassesnsssss sesre st sernes snssms s sonssssnssses sa e
Receivables and other assets - Note | ... e

TOMAI @ESEES .....eeovovveeeeroeesseesreesoesons et oessesesssons s sesssees s e ssseeemeess e soesseeeremeeenes s e seene

Liabilities and capital

Liabilities
Securities sold under repurchase agreements and payable
for cash collateral received .. e

Borrowings outstanding - Notg J
From market sources .

From Intemational Bank for Reconstructton and Development
15879

Total borrowings

Derivative Habilities - NOW P ..ttt et e et s e
Payables and ather liabilities - Note K.

Capital

Capital stock, authorized 2,450,000 shares of $1,000 par value each - Nots L

Subseribed .,
Lass: Purﬁon nol yet pald
Total capital stock .

Accumulated other comprehensive income ...............
Retainad 8aMINGS . ....cocvvevvnresveveeirr s e

Total CAPILAE ... e e e e cr e eere s e nre e

Total lHabilities and capital ... e e e

Less: Reserve agalnst |esses on loans Note D

2007
{As restated)

3 382
4,979
14,297
230

12,650

11,818

3,245
z

15,796

1,151
3764
40,509

.3 4973

15,817
62
1,285

4,44

26,582

2,366
2,365

442
11,210

. N

14,017

%Agg_a.

The notes to the consolidated financial statements are an integral part of these statements.
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2006
{As rastated)

5 159
2,959

16,288

1,180

10,727

— {899}
9,829

2,696

— 262
12,787

1,199

3,967

—_— e

i 38547

$ 8,805

14,887

14,967
1,350

27,406

2,365
2,364

57
8720

11,141

3. 8547




INTERNATIONAL FINANCE CORPORATION

CONSOLIDATED INCOME STATEMENTS

for each of the three years ended June 30, 2007
(US$ millions)

2007 2006 __ 2005
{As restated) {As restated) {As rastated)
Intarest and financial fees from loans and debt securities - Note C.....coevvinninnnnnn 3 1,075 $ BO7 3 660
Incorne from liquid asset trading activities - Note B ......cooeveiii e i 618 444 358
Charges on bomowings - NOE J ... e s s {801} {603) {309}
Income fram equity investments - Note F ... 2,306 1,228 1,365
Relaase of {provision for} losses on loans and guarantees - Note Do 43 {15) 281
Income from loans, equity investments, debt securities, and liquid asset
trading activities, after release of (provnslon for) losses on loans
and guarantees .. et ettt e e et 341 1,861 2,335
Other income
Servica foes .....ccoiiren 53 52 41
Other - Note M .. 46 57 45
Total other income ... 99 109 86
Other expenses
Administralive axpenses - Notes Tand U .. 482 436 403
Expense from pension and other postrettrement benef lplans Note S 15 28 14
Foraign currency transaclion losses (gams) on non- tradmg activities .. “ 5 (6} 7
Other .. [EUPRPO 3 13 (3]
Total other expenses 505 471 430
Income before expenditures for advisory services, expenditures for
performance-based grants, grants to IDA and net (losses) gains
on other non-trading financial instruments ..o 2,835 1,499 1,891
Expenditures for advisory senvices - Note N ... i {986) {55} (38}
Expenditures for performance-based grants - Note N ... vervinnneicnnns - {35} -
Grants to IDA - Note N .......... (150) - -
Income after expenditures for advisory services, expenditures for
performance-based grants, grants to 1DA and before net (Iosses)
gains on other non-trading financial instruments ., e e et et ey ey senes 2,589 1,409 1,953
Net {losses) gains on other nen-trading financial instruments - Note O ..., {99 {145} 81
Net INCOME. ...ttt e st rere e et remnn e ee e B S AO0) 3 1264 8. 2014

The notes to the consolidated finandat statements are an intagral part of these statements.
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INTERNATIONAL FINANCE CORPORATION

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

for each of the three years ended June 30, 2007

(US$ millions)

2007 2006 2005
{As rastated) {As restated) {As restated)
NEE IMCOME ..ottt ettt bt esa s s b et s e st em srneesbe sttt erbetennt e B 2,490 $ 1,264 H 2,014
Other comprehensive income {loss)
Unrealized gains on dabt securities accounted for as available-for-sale.............. 137 56 -
Reclassification to net income of net interest accruals on swaps in
cash flow hedging relationships at June 30, 2000.............cccocimciniine e - - {1}

Translation adjustments on investmants accounted for under the equity method...... 2 -

Total comprehensive inCome ... 2629 1320 s§ 2013

The notes to the consolidated finandial stalements are an integral part of these siaterments.
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CONSOLIDATED STATEMENTS OF CHANGES IN CAPITAL

for each of the three years ended June 30, 2007

(US3 millions)

Retained samings

Designated Accumulated
for Dasignated for other
advisory performance  Designated for comprehensive  Capital Total
Undesignated services based granis  _granis o IDA Total income stock! capital
(As restated)  (As restated) (As restated}  (As restated) {As restated) (As rastated) (As restated) {As restatad)
At July 1,2004 ................. $ 5217 § 225 -3 -$ 5442 § 2%2362% 7,806
Year ended June 30, 2005
Neatincome . T 2,014 2,014 2,014
Other cumprehenswe
income {10sS} .............. {1 {1
Expenditures for advisory
services - Note N.......... 38 {38) - -
Designations for advisory
services-Note N.......... {125) 125 - -
Designations for
performance-based
grants - Note N..._........ {250) 250 - -
Payments received for
capital stock
subscribed.................. 2 2
At June 30, 2005 ... 6894 § 312 % 250 % -§ 7456 § 1% 2364 § 9,821
Year ended June 30, 2006
Netincome .................... 1.264 1,264 1,264
Other comprehensive
INCOME ._...oveeniicniianen. 56 56
Expenditures for advisory
services-Nota N.._....... 55 (55} - -
Expendituras for
performance-based
grants - Nota N ............ 35 {35} - -
Designated for advisory
services - Nota N.......... {230) 230 - -
Designatad for grants
to IDA-Note N._.......... {150} 150 - -
At June 30,2006 ....._......... $ 7,868 $ 487 % 215 § 150 $ 8,720 % 57 % 2364 % 11,141
Year ended June 30, 2007
Net income . . [ 2,490 2,490 2,490
Ciher comprehanswe
income . . 139 139
Expendltures for advnsory
services - Nota N.......... 96 (96) - -
Granis 1o IDA -Note N...... 150 {150) - -
Adjustments o initially apply
SFAS No. 158 - Nota S.. 246 246
Paymenis raceived for
capital stock subscribed 1 1
At June 30,2007 .............. - 10604 § 391 % 215 § = $_11.210 & 442 § 2365 £._14017

t Capital stock indudes payments recefved on account of panding subseriptions.

The notes io the consolidated finandal statements are an integral pan of these statements.
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INTERNATIONAL FINANCE CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS

far each of the three years ended June 30, 2007

{US5$ millions)

The notes to the consolidated finandal statements are an integral part of these statements.
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2007 2006 2005
{As restated) {As rastated) {As restatad)
Cash flows from investment activities
Loan disbursements ... .3 {4,490) 3 (3,647) $ {2,848)
Equity disbursements ..... . {1,057} {665) {535}
Investments in debt securifies ., . (294) {116) (73)
Loan repayments ............. . 2,558 2,746 2,281
Equity redemptions .. 1 2 29
Debt securities repaymems . 4 [ 2
Sales of loans and equtty mvestments . 2,515 1,451 1,337
Sales of debt securitias . 2 5 1
Net cash {used in) provided by investing activities ... {761) {218) 194
Cash flows from financing activities
Drawdown Of DOMTOWINGS ..veiciiiiiiiieimtieeinieseese e e tsassseessesestessessenmsssssnsnsensssmssessnssess 2,843 1,816 1,989
Repayment of BOITOWINGS ........ooooinii e et {2,326) {2,611} {2,497)
Capital SUDSCIIPHONS ....oiiiiiii it et e ettt st st st s nas ser e 1 - 2
Net cash provided by (used in) financing activities ...............ccovveniinene, 518 {795) 506
Cash flows from operating activities
Net income . 2,490 1,264 2,014
Adjustments to reconc:le net |ncume lo net cash provnded by (used m) operanng
activities:
Realized capital gains on equity sales {1,942} (928) (723)
Income from investments accounted for under the eqmty me!hod {19) {56} {191)
Equity investment impairment write-downs .. " 40 57 62
(Release of) provision for losses on loans and guaranteas {43} 15 (261)
Changes in camying valug of equity investments .. - - {269)
Foreign currency transaction losses {gains) on non-tza 5 {6) 7
Net losses {gains) on other non-trading financial instruments .......... 99 145 {61}
Change in accruad income on loans, time deposits and securifies . 1,100 {150) (470)
Change in payables and other liabilities .. 2,460 {375) 459
Change in receivables and other assets .. {855) {224) {797)
Change in trading securities and secuntles purchased and sold under
resale and repurchase agreemMBNES.. ... s s s e {832) 2416 51
Net cash provided by {used in) operating activities ..., 2,503 2,158 {179)
Change in cash and cash equivalBNS ... e 2,260 1,145 (491)
Effect of exchange rate changes on cash and cash equivalents ..., {17} 35 {32}
Nel change in cash and cash equivalents ... 2,243 1,180 (523)
Beginning cash and cash equivalents ........... 3,118 1.938 2461
Ending cash and cash equivalents ... 5,361 3118 $ __ 1938
Composition of cash and cash equivalents
Cash and due from BANKS ..o et s emee e s s e renees 3 382 $ 159 5 138
TN ABPOSIES .ovveis vttt b e e e bbb s s 4.979 2.959 1,798
Total cash and cash equivalents ..., 5 5,361 i 1118 s 1938
Supplemental disclosure
Change in ending balances resuttmg from exchange rate fluctuations:
Loans outstanding ............ ettt inerees . .5 {211) 3 {49) 3 {9}
Borrowings .. 201 {355) (24}
Currency swaps.....,. . - (1) -
Charges on bormowings Paid, NBE ... e e e e er e 790 555 241
Non-cash item:
Loan and debt securiies conversion {o equity, net..........cimn s 72 98 111



INTERNATIONAL FINANCE CORPORATION

STATEMENT OF CAPITAL STOCK AND VOTING POWER

as of June 30, 2007

(USS$ thousands)
Capital stock Yoting power —Copital stock | __Volingpower
Amount Percert Number  Parcent Amount Percent Number Percent
Members paid of total of yoles  of total Members paig of total of vates  of totat
Afghanistan .. 111 * 381 002 Lebanen ., 135 am 385 0.02
Alcania .. 1,302 408 1682 0.06 Lesctho 71 * 321 001
5,621 024 5,871 Q24 Liberia .. 83 * 313 0.01
1.481 b08 1,731 047 Libya ... 55 * 305 001
13 - 263 am Lithyania . 2,341 0.4) 2,591 0.11
38,129 161 38,378 1.59 Luxemboun 2,138 009 2369 0.10
902 a04 242 aos Macedonia, 538 4.02 788 003
47329 2.00 47,578 1.97 Madagascar 432 0.02 682 003
18,741 a83 19,891 083 Malaw . 1,822 908 2,072 049
367 9,10 817 0.1 Malaysia 15,222 064 15,472 064
335 401 585 a02 Maldives 16 . 26 001
1,746 ao7 1,888 008 i .. 451 002 o 003
8,037 0.38 89,287 0.39 Malta 1,615 aqQ7 1,865 008
361 902 B11 003 Marshall Isfands . 663 003 "3 004
5.162 Q22 5412 Q22 Maurtania ... 214 0.01 482 002
50,610 214 860 21 Mauritius . 1,665 0ay 1,915 0.08
10 * 351 oM Mexico ... . 21,588 1.17 27,839 1.16
119 am 369 002 Micrcnesia, Fed. States of. 744 003 964 004
720 q03 870 1117 Meldeva .. . 869 004 1,110 605
1,902 a08 2,152 0.05 M lia . 144 001 384 092
Bosnia and Herzegovina .. 20 a03 B70 004 M;?gwegm 1,035 004 1,285 095
Botswana " 363 002 Morosco .. 6,037 0.38 ,287 039
Brazil . 39,478 1.67 39,728 1.65 Mozambig 322 oM 872 0402
Bulgaria 867 o A17 o Myanmar 666 0.03 916 004
Burkina F 36 0.04 1,086 a0s Namibia 408 0.02 654 003
Burundi .. 100 * 350 0.01 Nepal ... 822 003 1,072 0.04
Cambodia . 339 am 589 002 Nethertands 568,13t 237 56,381 234
Cameroon . 485 0.04 1,135 05 New Zealand . 3,583 0.15 3833 0616
Canada ...., 81,342 344 81,5082 330 Nicaragua 715 003 965 004
15 N 265 om Niger ... 147 0.01 357 002
118 ao 369 [s]17] Nigeria 21,643 0.82 21,893 a9
,364 0.08 1,614 oar Nerway 17,558 0.74 849 074
11,710 050 11,860 0.50 Oman ... 1,187 0.05 1,437 0.06
24,500 1.04 24,750 103 16,380 0.82 18630 081
1 053 12,856 053 25 * 275 [131%]
14 N 264 001 1,007 0.04 1257 06.05
2,159 0.09 2,409 0.10 1,147 0.05 1,397 ¢ 06
i 0.0t 381 o £36 0.02 686 003
952 0.04 1,202 005 6,658 029 7,148 2.30
544 015 3,784 0.18 12 606 053 12,856 053
2,882 012 3,132 0.13 236 031 1486 031
138 900 , 389 0.10 8,324 0.35 8574 036
8,913 038 89,163 038 661 0.1 2911 9.2
18,554 978 804 078 81,342 J44 81,592 339
21 . 271 ot 306 oM 556 002
i a2 . oM 838 003 888 a0d
1,187 Q05 1,437 006 74 * 324 401
Ecuador . 2,161 008 2411 0.10 35 . 295 .01
Emb Republicof . ... 12,360 052 12,610 Q052 30062 1.27 30,312 1.26
E dor ... 29 . 278 001 S ,299 0.10 549 911
Equatorial Guinea 43 N 283 001 Serhin ... 1.803 0.08 2,053 2.09
Entrea ... 935 004 1,185 005 Seychelles .. 27 " rigd 9.01
1434 0.08 684 0907 Sierra Leons 223 0.01 473 Q.02
127 o0 377 002 Singepore 177 001 427 002
287 0.01 537 002 Slovak Re| 4,457 0.19 4107 9.20
15,697 068 94 0.68 Slovenis .. 585 0.07 1,835 q.08
121,015 542 121,285 5§03 Solomon Is ar . 287 a9
1.268 005 1'51 0086 omalia . &3 - 333 901
Gambia, The . 84 N 0m South Africa 15,848 ae6? 16,188 q67
Georgia .. 961 004 1,211 0.05 Spain ..... 37,026 1.57 37.276 1.55
Germany 128,908 5.45 129,158 538 ri Lanka T35 8.30 7385 an
Ghana 5,071 0.2t 5321 022 udan ... 111 N 3m 0.02
Greece 6,698 0.29 7148 03 Swaziland 684 0.03 934 a04
Grenada 74 * 324 0.1 Sweden ... 28,878 1.14 27,126 1.13
Guatemala 1,084 0.05 1314 0.06 Switzerland . 41580 1.76 41830 1.74
Guinea ... 339 0.01 589 0.02 Syrian Arab Republic 194 0.01 444 aqa2
Guinen-Bissau _, 18 * 268 0.0 ajikistan 1,212 Q05 1,462 Q08
1,392 0.06 1,642 0.07 Tanzania . 1,003 0.04 1,253 Qa5
822 003 1,672 004 Thailand .. 10,841 048 11,181 048§
95 0.02 745 003 Timor- Fidd 003 Jae? Q.04
10,932 0.46 11,182 046 Togo 8038 ao03 1,058 004
42 . 292 001 Tanpa M ' 284 am
81,342 Jd4 81,592 339 Tnmidad and Tobago 4,112 a7 4362 0.18
28,539 1.21 28,789 1.19 Tunisia . 3,568 0.15 3,818 0.16
t.aed 006 694 007 Turkey ... 14,545 962 14,795 a1
147 0.01 3907 0.02 Turkmeanistan 810 003 ,060 0.02
1,280 005 1,540 0.06 Uganda ... 735 003 885 004
2,135 0.09 2,385 0.10 Ukraine ... 9,505 040 9,755 049
81,342 J4d 81,592 339 United Arab Emirate: 033 417 4283 Q.18
,282 0.18 4,53, 019 United Kingdom . 121,015 512 121,265 503
141,174 587 141424 887 United States 560,379 2407 569,629 2364
a4q 0.04 19 005 Urugua 3.569 015 3,819 9.16
4,637 0.20 4,887 0.20 Uzbekistan 3873 0.16 4,123 .17
4,041 0.17 4,281 818 Vanuatu &5 " 305 4.0
12 * 262 0.01 Venezuel 27,588 117 27,838 1.16
15,846 067 18,196 a67 Vietnam 445 .02 636 0403
it ... y ,947 0.42 10,197 042 Yemen, Republ 715 003 965 q0s
K Republic 1,720 0.07 1.670 0.08 mbia .... 1,286 005 1,536 0.06
Lao People's Dem. Rep. ... 278 0.01 528 002 Zimbabwe 2120 009 2,370 0190
Latvia . e 2,150 0,09 2.400 910
Total June 30,2007  §,2365100 10000+ 2409852 _10000
Total June 30, 2008 £.2761801 0000 2408391 30000+

" Less than .005 percent.

+ May differ from the sum of the individual percentages shown b
The notes o the consolidated finandal stalements are an integral pan, of these statements,

of rounding.
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INTERNATIONAL FINANCE CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

PURPOSE

International Finance Corporation (IFC), an intemational organization, was established in 1956 o further economic development in its member
countries by encouraging the growth of private enterprise. IFC is a member of the World Bank Group, which also inctudes the Intemational Bank
for Reconstruction and Development {|BRD}, the Intemnationa! Development Assodiation {IDA), and the Multitateral Investment Guarantee
Agency (MIGA). IFC's activities are closely coordinated with and complement the overall development objsctives of the other World Bank Group
institutions. [FC, together with private investors, assists in financing the establishment, improvement and expansion of private sector enterprises
by making loans, equity investments, and investrents in debt securities where sufiicient private capital is not otherwise available on reasonable
terms. IFC’'s share capital is provided by its member countries. It raises most of the funds for its investment activities through the issuance of
notas, bonds and other debl securities in the intemational capital markets. IFC also plays a catalytic role in mobilizing additional funding from
other investors and lenders, either through cofinancing or through loan participations, underwritings and guarantees. In addition to project
finance, corporate lending and resource mobilization, [FC offers an array of financial products and technical advisory services to private
businesses in the daveloping woarld to increase their thances of success. If also advises governmants on how 1o create an environment
hospitable to the growth of private enterprise and foreign investment.

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING AND RELATED PQLICIES

The consolidated financial statements include the finandal statements of IFC and three variable intergst enfities {VIEs) {see Note W). The
accounting and reporting policies of IFC conform with accounting principles generally accepted in the United States of America (US GAAP). On
February 11, 2008, the Board of Directars of [FC (the Board) approved these restated consolidated financial statements for issue.

Consolidated financial statements presentation - Certain amounts in the prior years have been reclassified {o conform to the cumrent year's
presentation.

Use of estimates - The preparation of the consolidated financial statements requires managament to make estimates and assumptions that
aftect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the consofidated financial
statements and the reported amounts of income and expense during the reporting periods. Actual results could differ from these estimates. A
significant degree of judgment has been used in the determination of. the adequacy of the reserva against losses on loans and impairment of
equity investments; estimated fair values of all derivative instruments and refated financial instruments in qualifying hedging relationships; and
net perigdic pension income or expense. There are inherent risks and uncertainties related to IFC's operations. The possibility exists that
changing economic conditions coufd have an adverse effect on the financial position of IFC,

IFC uses internat models to determine the fair values of derivative and other financial instruments and the aggregate level of the reserve against
losses on loans and impairment of equily investments. IFC undertakes continuous review and respecification of these models with the objective
of refining its estimates, consistent with evolving best practicas appropriate to its operations. Changes in estimates resulting from refinements in
the assumptions and methodologies incorporated in the models ara reflacted in net income in the period in which the enhanced models are first
applied.

Translation of currencies - Assets and liabilities not denominated in United States dollars (US dollars or 8}, other than disbursed equity
investments, are exprassed in US dollars at the exchange rates prevailing at June 30, 2007 and June 30, 2006. Disbursed equity investments,
other than those accounted for at fair value or under the equity method, are expressed in US dollars at the prevailing exchange rates at the time
of disbursement. Income and expanses are recorded based on the rates of exchange prevailing at the time of the transaction. Transaction gains
and lossas are credited or charged to incorme. Translation adjustments on equity investments that are accounted for under the equity method
are recorded in other comprehensive income.

Leans - IFC originates loans 1o facilitate project finance, restructuring, refinancing, corporate finance, andfor other developmental chjsctives.
Loans are recorded as assets when disbursed. Loans are carried at the principal amounts outstanding adjusted for net unamortized fosn
origination costs and fees. Itis IFC’s practice to obtain collateral security such as, but not limited to, marigages and third-party guarantees.

IFC enters into loans with income participation, prepayment and corversion features; these features are accounted for in accordance with
Statemant of Finandial Accounting Standards {SFAS) No. 133, Accounting for Derivative Instruments and Hedging Activities as amended 1o the
extent they meet the definition of a derivative and are not cleardy and dosely related to their host loan contract.

Revenue recognition on loans - Interest income and commitment fees on loans are recorded as income on an accrual basis. Beginning in the
year ended June 30, 2006, IFC began amortizing net loan origination costs and feas over the estimated life of the originated loan to which the
faes relate. Prior to the year ended June 30, 2006, loan origination costs were expeansed as incurred, and loan origination fees were recognized
as income when received. The net of loan origination fees and loan origination costs was considered insignificant. Prepayment fees are
rgcorded as income when received in freely convertible currencies.

IFC does not recognize income on loans where collectibility is in doubt or payments of interast or principal are past due more than 60 days
unless management anficipates that collection of interest will oceur in the near futura. Any interest accrued on a loan placed in nonaccrual
status is reversed out of income and is thereafter recognized as income only when the actual payment is received. Interest not previously
recognized but capitalized as part of a debt restructuring is recordad as deferred income, included in the consolidated balance sheet in payables
and other liabilites, and credited {o income only when the related principal is received. Such capitalized interest is considered in the
computation of the reserve against losses on loans in the consolidated balance sheet.
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INTERNATIONAL FINANCE CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Reserve against losses on loans - IFC recognizes impairment on loans in the consolidated balance sheet through the reserve against losses
on loans, recording a provision or release of provision for Josses on loans in net income an a quarterly basis, which increases or decreases the
reserve against losses on loans. Individually impaired loans are measured based on the present value of expected future cash flows to be
raceived, observable market prices, or for oans that are dependent on collatera! for repayment, the estimated fair value of the collateral.

Management determines the aggregate level of the reserve against losses on loans, taking into account established guidelines and its
assessment of recert portfolio quality trends. The guidelines include intemal country and loan risk ratings, and tha impairment potential of the
loan portiolio based on IFC's historical portfolio loss experience on mature loans.

The reserve against losses on loans reftects estimates of both probable losses already idanfified and probable tosses inharent in the portfolio but
not specifically identifiable. The determination of identified probabte [osses represents managemsnt's judgmeant of the creditworthiness of the
borrower and is establishad through review of individual loans undertaken on a quarterly basis. IFC considers a loan as impaired when, based
on current information and avents, it is probable that IFC will be unable to coltect all amounts due according to the loan's contractual terms.
Unidentified probable losses are the expacted losses over a three-year risk horizon, in excess of identified probable losses. The risks inherent in
the portfolio that are considered in determining unidentified probable losses are those proven to exist by past experience and include: country
systemic risk; the risk of cormelation or contagion of losses between markets; uninsured and uninsurable risks; nonperformance under
guarantees and support agreements; and opacity of, or misrepresentation in, finandial statements.

Loans are written-off when IFC has exhausted all possible means of recovery, by reducing the reserve against losses on loans. Such reductions
in the reserve are offset by recoveries associated with previously written-off lcans.

Equity Investments - IFC invests for current income, capital appreciation, developmental impact, or all three; IFC does not seek to take
operationa), controlling, or strategic equity positions within its investees. Equity invesiments are acquired through direct ownership of equity
instruments of investees, as a limited partner in limited liability parinerships (LLPs) and limited liability companies {LLCs), and/or as an investor
ina private equity fund.

Revenue recognition on equity investments - Direct equity investments in which IFC does not have sigrificant influence and certain
investments in investment companies are camed at cost less impairment. IFC's invesiments in companies where it has significant influence and
certain investments in LLPs and LLCs that maintain spedfic ownership accounts are accounted for under the equity method. IFC’s invesiments
in certain private equity funds in which IFC is deemed to be the Primary Beneficiary of a VIE, as the presumption of control by the fund manager
or the general partner has been overcame, are fully consolidated into IFC's books. Certain equity investments, for which recovery of invested
capital is uncertain, are accounted for under the cost recovery method, such that receipts of freely convertible currencies are first applied to
racovery of invested capital and then to income from equity investments. The cost recovery method is principally applied to [FC's investments in
its oil and gas unincorporated joint ventures {UJVs). IFC's share of conditionat asset retirement obligations related 1o investments in LLVs are
recorded when the fair value of the obligations can be reascnably estimated, The obligations are capitalized and systematically amortized over
the estimated economic useful lives.

Dividends and profit participations received on cost method equity investments are generally recorded as income when received in freely
convertible currencies. Realized capital gains on the sale or redemption of equity investments are measured agains! the average cost of the
investments seld and are generally recorded as incoms when received in freely convertible curencies or securities, which are readily convertible
into freety convertible currencies. Capital losses are recognized when incurmred.

IFC enters into put and call oplion agreement and wamrant agreements in connection with equity investments; these are accounted for in
accardance with SFAS No. 133, Accounting for Denivative Instruments and Hedging Activities as amended to the extent they mest the definition
of a derivative.

Impairment of equity investments - Equity invesiments ars assessed for impairment each quarter. When an impairment is identified and is
deemed to be other than temporary, the equity investment is written down to the impaired vatue, which becomes the new cost basis in the equity
investment. Impairment losses are not reversed for subsequent recoveries in value of the equity investment until it is sold.

Debt securities - Debt securties are dassified as available-forsale and carried at {air value on the consolidaled balance sheel with
unrealized gains and Iosses included in accumulated other comprehensive income until realized. Interest on debt securities is included in
interest and financial fees from loans on the consdlidated income statement.

IFC invests in certain debt securities with conversion features; these features are accounted for in accordance with SFAS No. 133, Acecounting
for Derivalive Insiruments and Hedging Acltivities as amended to the extent they meet the definition of a derivative.

Guarantees - IFC extends financial guarantee facilities to its clients to provide credit enhancement for their debt securitias and trade obligations.
IFC offers partial credit guarantees to clients covering, on a risk-sharing basis, client obligations on bonds and/or loans. Under the terms of IFC's
guarantees, IFC agrees to assume responsibility for the client's financial obligations in the event of default by the client {.e., failure to pay when
payment is due). Guarantees are regarded as issued when [FC commits to the guarantee. Guarantees are ragarded as ouistanding when the
underlying financial obligation of the client is incured, and this date is considerad to be the "inception” of the guarantee. Guarantees are
regarded as called when IFC’s obligation under the guarantee has been invoked. There are two liabilities associated with the guarantees: {1} the
stand-ready obligation to perforn and {2} the contingent liakility. The stand-ready obligation to perform is recognized at the inception of the
guarantee unless a contingent fiability exists at that time or is expected 1o exist in the near term. The contingent liability associated with the
financial guarantee is recognized when it is probable the guarantee will be caled and when the amount of guarantee called can be reasonably
estimated. All liabilites associated with guarantees are included in payables and other liabilities, and the receivables are included in other assets
on the consolidated balance sheet. When the guarantees are called, the amount disbursed is recorded as a new loan, and spacific reserves
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

against losses are established, based on the estimated probable loss. These reserves are induded in the reserve against losses on loans on
the consolidated balance sheet. Guarantee faes are recorded in income as the stand-ready obligation to perform is fulfilled. Commitment fees on
guarantees are recorded as income on an accruat hasis.

Designations of retained earnings - In the year ended June 30, 2004, IFC established a funding mechanism for technical assistance and
advisory sarvices through a designation of retained earnings. Beginning in the year ended June 30, 2007, technical assistance and advisory
services are now referred to as advisory services. In the year ended June 30, 2005, IFC established a funding mechanism for performance-
based grants {PBG) through a designation of retained earnings. Further, in the year ended June 30, 2006, IFC also designated retsined
eamings for grants to IDA for use by IDA in the provision of grants fo further IFC's mandates in certain IDA member countries. Total
designations of retained earnings for advisory services, PBG, and grants to IDA are determined based on IFC's annual income before
expenditures for advisory services, expenditures for PBG, grants to DA and net gains and lossas on other non-trading financial instruments in
excess of $150 million, and contemplating the financial capacity and strategic priorities of IFC. Expenditures for advisory services, PBG, and
grants 1o IDA are recorded as expenses in IFC's consolidated income statement in the year in which they occur, also having the effect of
reducing the respective designated retained eamings for such purposes.

Expenditures are deamed to have occumad when IFC has ceded control of the funds to the recipient. If the recipient organization is deemed to
be controlled by IFC, the expenditure is deemed fo have occured only when the recipient organization expends the funds to a non-related
party, On occasion, recipient organizations which are deemed to be controlled by IFC will acquire certain investment assets other than cash.
These investments have had no material impact on IFC's financial position, results of operations, or cash flows. In such cases, IFC incdudes
those assets on its consolidated balanca sheel, whera they remain until the recipient organization disposes of or transfers the asset or IFC is
deemed to no longer be in control of the recipient organization.

Liquid asset portfolio - IFC's kiquid funds are invested in govemment, agency and govemment-sponsored agency obligations, ime deposits
and asset-backed securities. Government and agency obligations include long and short positions in highly rated fixed rate bonds, notes, bills,
and other obligations issued or unconditionally guaranteed by govemments of countries or other official entites induding government agencies
and instrumentalities or by multilateral crganizations, The fiquid asset portfolio, as defined by IFC, consists of: time deposits and securities;
refated derivative instruments; securities purchased under resale agreements, securities sold under repurchase agreements and payable for
cash collateral received; receivables from sales of securities and payables for purchases of securities; and related accrued income and charges.

Securities within IFC's liguid asset portfolio are classified as trading and are camied at fair value with any changes in fair value reported in
income from liquid asset trading activities, Interest on securities and amortization of premiums and accretion of discounts are also reported in
income from liquid asset trading activities.

IFC dassifies cash and dua from banks and time depuosits {collectivety, cash and cash equivalents} as an element of liquidity in the consofidated
statement of cash flows bacause they are generally readily convertible to known amounts of cash within 90 days of acquisition.

Repurchase and resale agreements - Repurchase agreemants are contracts under which a party sells securities and simultaneously agrees to
repurchase the same securities at a specified future date at a fixed price. Resalas agreements are contracts under which a party purchases
sacurifies and simuliangously agraes to resell the same securities at a specified future date at a fixed price.

It is IFC's policy to take possession of securiies purchased under resale agreemants, which are primarily liquid govemment securities. The
market value of these securities is monitored and, within paramaters defined in the agreements, additional collateral is abtained when their value
dedines. IFC also monitors its exposure with respect to securities sold under repurchasa agreements and, in accordance with the terms of the
agreaments, requests the retum of excess securities held by the counterparty when their vatue increases.

Repurchase and resale agreements are accounted for as collaterslized financing transactions and recorded at the amount at which the
securities were acquired or 5old plus accrued interast.

Borrowings - To diversify its access to funding and reduce ifs borrowing costs, IFC borrows in a variety of currencies and uses a number of
borrowing structures, including foreign exchangs ratedinked, inverse floating rate and zero coupon notes. Generally, IFC simultaneously
converis such borrowings into variable rate US dollar bomowings through the use of curency and interest rate swap transactions. Under certain
outstanding borrowing agreements, IFC is not permitted to mortgage or allow a lien to be placad on its assets {other than purchase money
sseurity interests) without extending equivatent security to the holders of such borrowings.

Borrowings are recorded at the amount repayable at maturity, adjusted for unamortized premiums and unaccreted discounts. Where borrowings
are part of a designated hedging relationship employing derivative instruments, the carrying amount is adjusted for changes in fair value
attributable to the risk baing hedged. Adiustments for changes in fair value atiributable to hedged risks are reported in net gains and losses on
other non-trading financial instruments in the consalidated income statement. Interest on bomowings and amortization of premiums and
accretion of discounts are reported in charges on borrowings.

Risk management, derivative instruments, and hedge accounting - IFC enters info transactions in various derivative instruments for

financial risk management purposes in connsction with its principal business activities, including lending, ciient risk management, borrowing,
liquid asset portfolio management and asset and liability management, IFC does not use derivatives for speculative purposes.
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All derivative instruments are racorded on the consolidated balance sheet at fair value as derivative assets or derivative liabilities. Where they
are not clearly and ciosely related to the host contract, certain derivative instruments embedded in loans, equity investments, and market
borowing transactions entered into on or after January 1, 1999, are bifurcated from the host contract and recorded at fair value as derivative
assets and ligbilities. The value at inception of such embedded derivatives is excluded from the carrying value of the host contracts on the
consolidaled balance sheet. Changes in fair valuas of derivative instruments used in liquid asset portfolio management activities are recorded in
income frem liquid asset trading activities. Changes in fair values of derivative instruments other than those used in liquid asset portfolio
management activities are recorded in net gains and losses on other non-rading financial instruments.

Subject to cartain specific qualifying conditions in SFAS No. 133, as amended, a darivative instrument may be designated either as a hedge of
the fair value of an asse! or liabiity {fair value hedge), or as a hedge of the variability of cash flows of an asset or lability or forecasted
transaction {cash flow hedge). For a dervative instrument qualifying as a fair value hedge, fair value gains or losses on the derivative instrument
ara reported in net income, together with offsetting fair value gains or losses on the hedged item that are attributable to the risk being hedged.
For a derivative instrument qualifying as a cash flow hedge, fair value gains or losses associated with the risk being hedged are reported in other
comprehensive income and releasad to net incoma in the paeriod(s) in which the effect on net income of the hedged item is recorded. Fair value
gains and lossas on a derivative instrument not qualifying as a hedge are reported in net gains and losses on other non-trading financial
instruments,

IFC has designated certain hedging relationships in its borowing activities as fair valug hedges. IFC generally maiches the terms of its
derivatives with the terms of the specific undarlying financial instruments hedged, in tenms of currencies, maturity dates, reset dates, interest
rales, and other features. However, the valuation methodologies applied to the derivative and the hedged financial instrument may differ. The
resulting ineffectivenass calculated for such relationships is recorded in net gains and lesses on other non-trading financial instrumants in the
consolidated income statement.

IFC has not designated any hedging relationships as cash flow hedgses.
The risk management policy for each of IFC's principal business activittes and the accounting policies particular to them are described below.

Lending activities IFC’s policy is 1o closely match the currency, rate basis, and maturity of its loans and borrowings. Derivative instruments are
usad to convert the cash flows from fixed rate US dollar or non-US dollar leans into variable rate US dolars. IFC has elected not to designate
hedging relationships for all lending-related derivatives.

Client risk managemenf activities |\FC enters into derivatives transactions with its dlients to help them hedge their own currency, interest rate, or
commodity risk, which, in tum, improves the overall quality of IFC's ioan portfolio. To hedge the market risks that arise from these transactions
with clients, IFC enters into offsetting derivative transactions with matching terms with authorized market counterparties. Changes in fair value
of all derivatives associated with these activities are reflacted cumrently in net income, Though hedge accounting is not applicable to these
attivilies, the matching of terms betwesn the offsetting transactions minimizas the impact on net income in net gains {losses} on non-financial
instruments, Fees and spreads charged on these transactions are recorded as income on an accrual basis.

Bommowing adtivities |FC issues debt securities in varous capital markets with the objectives of minimizing its borrowing costs, diversifying
funding sourcas, and developing member countries’ capital markets, somstimes using complex structures, These structures indude borowings
payable in multiple currencies, or borrowings with principal and/or interest determined by refarence to a specified index such as a stock market
index, a reference interest rate, a commadity index, or one or more foreign exchange rates. IFC uses derivative instruments with matching
terms, primarily currency and interest rate swaps, to caonvert such borrowings into variable rate US dollar obligations, consistent with IFC's
matched funding policy. IFC has designated the majority of derivatives associated with borrowing aclivities as fair value hedges of the underlying
borrowings. There are a small number of fair valueike and cash flowdike hedging transactions for which no hedge relationship has been
dasignated.

Liquid agset portfolioc management activities |IFC manages the interest rate, currency and other market risks associated with certain of the time
deposits and securities in its liquid asset portfolio by entering into derivative transactions to convert the cash flows from those instruments into
variable rate US dollars, consistent with IFC's matched funding policy. The dervative instruments used include short-term, over-the-counter
foreign exchange forwards {coverad forwards), interest rate and currency swaps, and exchange-traded interest rate futures and oplions. As the
entire liquid asset portfolio is classified as a trading portfolio, all securities (including derivatives) are caried at fair value, and no hedging
relationships have been designated.

Asset and liabifity management In addition to the risk managed in the context of its business activities detailed above, IFC faces residual market
risk in its overall asset and liability management. Residual currency risk is managed by monitoring the aggregate position in each lending
currency and reducing the net excass asset or liability position through spot sales or purchases. Interest rate risk due to reset date mismatches
is reduced by synchronizing the reset dates on assets and liabilities and managing overall interest rate risk on an aggregate basis, Interest rate
risk arising from mismalches due fo writedowns, prepaymenls and reschedulings, and residual reset date mismatches is monitored by
measuning the sensifivity of the present value of assets and liabilities in each currency to each basis point change in inferast rates.

IFC monitors the credit risk associated with these aclivities by careful assessment and monitoring of prospective and actual clients and
counterparties. in respect of liquid assets and derivatives transactions, credit risk is managed by establishing exposure limils based on the
cradit rating and size of the individual counterparty. In addition, IFC has entered into master agreements goveming derivative transactions that
contain close-out and netling provisions and collateral arrangements. Under these agreements, if IFC's credit exposure 1o a counierparty, on a
mark-to-market basis, exceeds a specified level, the counterparty must post collateral to cover the excess, generally in the form of liquid
govemment securities.
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Loan participations - IFC mobilizes funds from commercial banks and other financial institutions (Participants) by facilitating loan participations,
without recourse. These loan participations are administered and serviced by IFC on behalf of the Participants. The disbursed and outstanding
balances of loan parlicipations that meet the applicable accounting critaria are accounted for as sales and are not included in IFC's consolidated
balance sheet. Al other loan participations are accounted for as secured borrowings and are included in loans on IFC's consolidated balance
sheet, with the related securad borrowings included in payables and other liabiliies on the IFC's consolidated balance sheet.

Pension and other postretirement benefits - IBRD has a defined benefit Staff Retirement Plan {SRP), a Retired Staff Banefils Plan {(RSBP)
and a Post-Employment Benefits Plan {PEBP} that cover substantially all of its staff members as well as the staff of [FC and of MIGA.

The SRP provides regular pension benefits and indudes a cash balance plan. The RSBP provides certain health and life insurance benefits 1o
eligible retirees. The PEBP provides pension benefits administered outside the SRP. All costs associated with these plans are allocated
between IBRD, IFC, and MIGA based upon their amployees' respective participation in the ptans. In addition, IFC and MIGA reimburse IBRD for
their share of any contributions made to these plans by IBRD,

The net periodic pension and other postretirement benefit income or axpense allocated to IFC is included in income or expenss from pension
and other postrelirament benefit plans in the consolidated income statement. IFC includes a receivable from IBRD in receivables and other
assets, representing prepaid pension and other postretirament benefit costs.

Variable Interest Entities - In January 2003, the Financial Accounting Standards Board (FASB) issued FASB Interpretation No. 46,
Consolidation of Varniable Interest Entifies - an inferpretation of ARB No. 51 (FIN 46). During December 2003, FASB replaced FIN 46 with
FASB Interpretation No. 46, Consolidation of Variable interest Entities - an interpretation of ARB No. 51 (FIN 46R). FIN 46 and FIN 46R define
certain VIEs and require parfies to such entities to assess and measure variable interests in the VIEs for the purpose of determining possible
consolidation of the VIEs. Variable interests can arise from financial instruments, service contracts, guarantess, leases or other amangements
with a VIE. An entity that wilt absorb a majority of a VIE's expected losses or expectad residual retums is deemed to be the primary beneficiary
of the VIE and must include the assets, liabilities, and results of operations of the VIE in its consolidated financial statements.

IFC has a number of investments in VIEs which it manages and supervisas in a manner consistent with othar portiolio investments. Nota W
provides further details regarding IFC's variable interesls in VIEs.

Accounting and financial reporting developments — During the year ended June 30, 20086, IFC changed its accounting principle with respect
to the amortization of loan origination fees and loan origination costs. Prior to the year ended June 30, 2006, the net of loan origination fees and
costs was considered {o ba insignificant, Beginning in year ended June 30, 2008, IFC began amortizing loan origination fees and costs on an
effective yield basis.

During the year ended Juna 30, 2006, the FASB issued SFAS No. 155, Accounting for Certain Hybrid Instruments - an amendmenf of FASB
Statements Nos. 133 and 140 (SFAS No. 155) and SFAS No. 156, Accounting for Servicing of Financial Assets - an amendment of FASB
Statement No. 140 (SFAS No. 156), Both SFAS No. 155 and SFAS No. 156 are effactive for fiscal years beginning after September 15, 2006,
which would be the year ending June 30, 2008 for IFC. The adoption of SFAS No. 155 and SFAS No. 156 is not expected (o have a material
impact on the financial position, results of operations or cash flow of IFC,

In Saptember 2006, the FASB issued SFAS No. 158, Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans
{SFAS No. 158). SFAS No. 158 requires employers to recognize on their balance sheel the funded status of their defined bensfit
postretirement plans, measured as the difference between the fair value of plan assets and the benefit obligations, and to recognize as part of
Cther Comprehensive Income the gains and losses and prior service costs or credits that arise during the period 1o the extent they are not
recagnized as components of the net periodic benefit cost. Additionally, upon adoption, SFAS No. 158 requires the unrecognized net actuarial
gain or less and the unrecognized prior service cost to be recognized in Accurnulated Other Comprehensive Income and that these amounts
be adjusted as they are subsequently recognized as components of net periodic benefit cost, based upon the curent amortization and
recognition requirements of SFAS No. 87, Employers’ Accounting for Pensions (SFAS No. 87) and SFAS No. 106, Employers’ Accounting for
Postretirement Benefits (SFAS No. 106). SFAS No. 158 is applicable to IFC's consolidated financial statemnents as of June 30, 2007 and the
impact of its adoption is discussad further'in Note S,

In September 2008, the FASB issued SFAS No. 157, Fair Value Measurements {SFAS No. 157). SFAS No. 157 defines fair value, establishes
a fair value hierarchy and expands disclosures about fair value measurements. SFAS No. 157 is effective for fiscal years beginning after
November 15, 2007, which would be the year ending June 30, 2009 for IFC. Earier application is encouraged, provided that the reporling
entity has not yet issued finandial statemants for that fiscal year, including any financial statements for an interim period within the fiscal year
of adoption, IFC is currendly planning to earty adopt SFAS No. 157 beginning in the year ending June 30, 2008 and is evaluating the effects of
this new standard.

In February 2007, the FASB issued SFAS No. 159, the Fair Value Option for Financial Assets and Financial Liabilities including an
amendment of FASB Statement No. 115 (SFAS No. 159), which allows an entity the irevocable aplion fo elect fair value measurement for
certain financial assets and financial liabilities on a confractby-contract basis. SFAS No. 159 is effective for fiscal years beginning after
November 15, 2007, which would be the year ending June 30, 2009 for IFC. Early adoption is permitted as of the beginning of the pravious
fiscal year {the year ending Juns 30, 2008 for IFC) as fong as the entity also early adopts SFAS No. 157 concurrent with the adoption of SFAS
No. 159, IFC is currently planning to early adopt SFAS No. 159 and to alect fair value measurement for virdually all of its market borrowings
and certain equity investments. IFC is currently assessing the potential impact of any such early adoption on the financial position, results of
operations or cash flow of IFC.
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In November 2005, the FASB ratified the consensus reached by the Emerging Issues Task Forca {EITF) on Issue No. 06-9, Reporting a
Change in for the Eliminstion of) a Previously Existing Difference Belwean the Fiscal Year-End of a Paren! Company and That of a
Consolidated Entity or Belween the Reporting Period of an Investor and That of an Equity Method Investee (EITF 06-9), EITF 06-8 is effective
for IFC beginning on January 31, 2007. The adoption of EITF No. 06-9 did not have a material impact on the financial position, results of
operations or cash flow of IFC.

In June 2007, the American instihde of Certified Public Accountants (AICPA) issued Statement of Position No. 07-1 {SOP No 07-1},
Clarification of the Scope of the Audit and Accounting Guide Investment Comparies and Accounting by Parent Companias and Equity Method
Investors for invesiments in Investment Companies. SOP No. 07-1 provides guidance for determining whether an entity is within the scope of
the AICPA Audit and Accounting Guide for investment Companies {the Guide). Investment Companies that are within the scope of the Guide
report investments at fair value. SOP No. 07-1 is effective for fiscal years beginning on or after Gecember 15, 2007, which would be the year
ending June 30, 2009 for {FC. IFC is currently evaluating the pravisions of SOF No. 07-1.

In addition, during the yaar ended June 30, 2007, the FASB issued and/or approvad various FASB Stafl Positions, EITF Issues Notes, and ather
interpretative guidance retated to Statements of Financial Accounting Standards and Accounting Principles Board (AP8) Opinions. IFC analyzed
and implementad the new guidance, as appropriate, with no material impact on either the financial pasition, results of operations or cash flows of
IFC.
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NOTE B ~ LIQUID ASSET PORTFOLIO

The composition of IFC’s liquid asset portfolio is included in the consolidated balance sheet captions as follows (US$ millions):

June 30, 2007 June 30, 2006

Assets
Cash and dus from banks " 3 -
Time deposits 4,958 291
Trading securities 14,297 16,286
Securities purchased under resale agreements 230 1,190
Receivablas and other assets:

Recaivables from sales of securities 2,001 1,466

Accrued infarest income on time deposits and securities 87 1,226

Accrued income on derivative instruments 18 37
Derivative assels a0 189

Total assets

Liabilities
Payables and other liabilities:
Due to banks
Payables for purchases of securities
Accrued charges on derivative instruments
Securities sold under repurchase agreements and
payable for cash collateral received
Derivative liabilities
Total liabilities

Total net liquid asset portfolio

within one year.
Trading securities

The composition of trading securities is as follows:;

21,692

3,278
15

4,973
157

8423

& 13269

The liquid asset portfolio is denominated primarily in US dollars; investments in other currencies, net of the effect of associated derivative
instruments that convert non-US dellar sacurities into US dollar securities, represent less than 1% of the portfolic at June 30, 2007 (less than 1%
- June 30, 2006}. The annualized rate of retum on the frading portfalio during the year ended June 30, 2007, was 4.8% (3.6% - year ended June
30, 2006, 2.6% - year ended June 30, 2005). After the effect of associated derivative instruments, the liquid asset portfolio gensrally reprices

— 23,308

12
1,352
62

8,805

10,575

—_—r

&____12,730

Year ended
June 30, 2007 At Juns 30, 2007
Fair value
average Contractual
daily balance Fair value maturity Average
{US$ miltions} {US$ millipns) {years} yield {%)
Government, agency and
govemment-sponsored agency obligations $ 8,062 3 5,838 4.1 44
Asset-backed securities 6,280 7,487 284 5.6
Corporate securities 837 431 20 53
Money market funds 882 341 - 54
Total trading securities 3 16061 $ 14207
Year ended
June 30, 2008 At June 30, 2006
Fair vatue
average Contractual
daily balance Fair value maturity Avarage
{53 millions} {US$ millions) {years) yiald {%}
Govemyment, agency and
government-sponsored agency obligations 3 9,604 3 10,182 48 39
Assetbacked sacurities 4 554 4467 27.0 586
Corporate securitias 1,819 1,318 27 4.8
Money market funds 307 319 - §.2
Total trading securities 3 16,284 s 16,286

The expectad maturity of the assel-backed securities may differ from the contractual maturity, as reported above, due to prepayment faaturas.

38



INTERNATIONAL FINANCE CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Income from liquid asset trading activities

Income from liquid asset trading activities for the years ended June 30, 2007, June 30, 2006 and June 30, 2005 comprisas {US$ millions).

2007 2008 2005

Interest income $ 674 3 673 $ 533
Net {lossas) gains on trading activities:

Realized {3) 72 {80)

Unrealized {55] {302} {95)

Net (losses} gains on trading activities {58) {230} {175}

Foreign currency transaction gains 2 1 -
Total income from liquid asset trading activities & _HBIR  — 7| $ 358
Coltateral

The estimated fair value of securities held by IFC at June 30, 2007 as collateral, in connection with derivatives transactions and purchase and
resala agreements, that may be sold or repledged was $291 million {$1,313 million - June 30, 2006).

Collateral given by IFC to a counterparty in connection with repurchase agreements thal may be sold or repledged by the counterparty
approximates the amounts classified as Securities sold under repurchase agraements and payable for cash collateral recsived.

NOTE C - LOANS, EQUITY [NVESTMENTS, AND DEBT SECURITIES

The distribution of the investmant partfolio by sector is as follows (US$ millions):

June 30, 2007 June 30, 2006
Equity Debt Equity Debt
Loans __investments _securities Total Loans  invesiments securities Total

Finance and insurance $ 476 § 1424 § 382 § 6522 $3439 § 1010 § 80 § 4529
Utilities 1,005 304 - 1,309 1,013 255 - 1,268
Oil, gas and mining 779 234 - 1,013 815 173 - 938
Transportation and warehousing 860 20 - B8O 758 32 - 790
Nonmastallic mingral product manufacturing 803 60 - 863 703 15 8 726
Food and beverages 746 49 - 795 478 53 10 541
Chemicals 595 53 26 674 465 22 41 528
Industrial and consumer products 509 25 45 579 671 83 - 754
Information 439 123 12 574 463 148 - 611
Primary metals 483 14 2 439 233 k1] - 263
Collective investment vehicles kil 402 53 486 43 383 5 4
Wholesale and retail trade 406 48 5 459 348 48 - 396
Agriculture and forestry 361 23 11 395 354 20 53 427
Paper and pulp 296 69 - 365 237 55 - 292
Accommodation and tourism services 213 28 16 257 277 30 - 307
Health care 174 10 2 186 111 6 - 117
Textite, appare! and leather 161 " 6 178 152 11 8 171
Plastics and rubber 42 3 - 76 52 44 - 96
Construction and real estate 30 - - 30 69 1 - 70
Other 59 20 2 a1 86 16 1 103

Total disbursed portiolio 12,708 2,951 562 16,221 10,767 2435 206 13,408
Adjusimeants to investments accounted

for under the equity metnod - 282 - 282 - 255 - 255
Unrealized gains on equity investments

held by consolidated VIEs - 12 - 12 - ] - 6
Urnrealized gains on debt securities

accounted for as gvailable-for-sale - - 171 171 - - 56 56
Unamortized deferred loan origination

fees, net {64) - - (64} {46} - - {46)

Unamortized SFAS No, 133
transition adjustment

8 - - 6 8 - - 8
Carrying value of investments 5. 12650 § 3245 § 733 § 16628 § 10727 § 26096 § 262 5 13685
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The distribution of the invesiment portfolio by gsographical region is as follows (US$ millions):

June 30, 2007 Juneg 30, 2008
Equity Debt Equity Debt
Loans _investrnenis Securities Total Loans investmeants securities Total
Europe and Central Asia .$ 4390 $ 749§ 130 § 5269 § 3764 § 612 % 38 3 4414
Lafin America and Caribbean 3,603 803 212 4,618 3,425 644 57 4,126
Asia 2,724 947 146 3,817 2,050 814 57 290
Middle East and North Africa 999 187 20 1,206 726 125 - 851
Sub-Saharan Africa 982 189 - 1,171 792 188 - 980
Other 10 76 54 140 10 52 54 116
Total disbursed portfolio 12,708 2,951 562 16,221 10,767 24315 206 13,408
Adjustments to investments accounted
for under the equity methad - 282 - 282 - 255 - 255
Urrealizad gains on equity investments
held by consolidated VIEs - 12 - 12 - 4] - B
Urrealized gains on debt securities
accounted for as available-for-sate - - 171 171 - - 56 56
Unamortized deferred loan origination
fees, net {64} . - {64) (46} - - {46)

Unamortized SFAS No. 133
transition adjustment

8 - - 5} 8 - - 5}
Carrying value of investments § 12650 §.. 3245 S__ 733 3 16628 § 10727 $__269G § 262 3 11685

The carrying value of equity investments accounted for under the equity method was $546 million al June 30, 2007 ($467 million - June 30
2008).

Loan portfolio

At June 30, 2007, 23% of the disbursed loan portfolio consisted of fixed rate loans {20% - Jure 30, 2006), while the remainder was at variable
rates. At Jung 30, 2007, the disbursed loan portfolio included $159 million of loans serving as collateral under secured borrowing arrangements
($88 million - June 30, 2006).

The currency cormposition and average yield of the disbursed loan portfolio are summarized below:

June 302007 June 30, 2006
Amount Average Amount Average
(US $ millions) yvield (%) {US 3 milion) vield {%}
US dallar $ 9,296 8.1 $ 8,210 8.1
Euro 1,681 6.2 1,498 53
Other currencies I Y1 8.2 1.059 B.1
Total disbursed loan portfolic 12,708 7.9 10,767 7.7
Unamortized deferred loan origination fees, net {64) {46}
Unamaortized SFAS No. 133 transition adjustment 6 6
Carrying value of loans $ 12650 s 0727

After the effect of interest rate swaps and currency swaps, IFC's loans are principaily denominated in variable rate US dollars.,

Loans in all currencies are repayabls during the years ending June 30, 2008 through June 30, 2012 and thereafter, as follows (US$ millions):

2008 2009 2010 2011 2012 Thereafter  Total
Fixed rate ioans $ 530 § 440 § 391 8 331 3 275 % 951 § 2918
Variable rate loans 1.341 1,402 1,352 1,275 1,284 3.138 9,790
Totzl disbursed loan portfolio $ 187§ 18425 1741 § 1606 § 1559 § 4087 12,708
Unamortized deferred loan origination fees, net (G4}
Unamortized SFAS No. 133 transition adjustment 6
Carrying value of loans 3_12.8650

IFC's disbursed variable rate loans generally reprice within one year.

Loans on which the accrual of interest has been discontinued amounted to 3378 million at June 30, 2007 (3447 million - June 30, 2006).
Intarast income not recognized on nonaccruing loans during the year ended June 30, 2007 totalad $70 miflion {368 million - year ended June 30,
2006; 358 million - year ended June 30, 2005). Interast income recognized on loans in nonaccrual status, related to curent and prigr years,
during the year ended June 30, 2007 was $21 million ($21 milion - year ended June 30, 2006; $36 million - year ended June 30, 2005}, The
average recorded invesiment in impaired loans during the year ended June 30, 2007, was $552 miliion {3931 miltion - year ended June 30,
2006). The recorded investment in impaired [pans at June 30, 2007 was $433 million {3671 million - June 30, 2006).
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Debt securities

Debt securilies accounted for as available-for-sale comprise (US$ millions):

June 30, 2007 June 30, 2006
Cost Urrealized Fair Cost  Unrealized Fair
gains value gains value
Preferred shares 3 153 § 140 $ 293 3 76 3 50 3 126
Corporate debt sacurities 279 26 305 75 1 76
Assel-backed securities 90 - 90 15 - 15
Other debt securities 40 5 45 40 5 45
Total 1 562 % 171 $ 733 $ 206 § 56 % 262

Accumulated other comprehensive income inctudes $171 million of unrealized gains on debt securities accounted for as available-for-sale
{$56 million - June 30, 2006). There were no unrealized lossas on debt securities accounted for as available-for-sale.

Debt sacurities have contractual maturities during years ending June 30, 2008, through June 30, 2012 and thereafter, as follows {US$ millions):

2008 2009 2010 2011 2012  Thereafler  Tolal
Corporate debt securities ] 2% 4% -3 20 3 3s 250 3 279
Assat-backed securities - - - - 26 84 90
Total 3 2 § 48 - § 208, 2985 14 369
Unrealized gains on debt securities accountad
for as available-for-sale 26
Carrying value of debt securities with contractual maturities | 11

In addition, IFC has $338 million of redeemabte preferred shares and other debt securities with undefined maturities (3171 milion - June 30,
2006).

The expected maturity of the asset-backed securities may differ from the contractual maturity, as reported above, due to prepayment features,
Interest and financial fees from loans and debt securities

Interast and financial fees from loans and debt securities for the years ended June 30, 2007, June 30, 2006, and June 30, 2005, comprise
the following {US$ mitlions):

2007 20086 2005
Interest incoma . 3 1,023 $ 743 % 574
Commitment fees 23 21 17
Other financial fees 29 43 69
Total interest and financial fees from (cans and debt securities $ 1075 $ 807 s . 660

NOTE D - RESERVES AGAINST LOSSES ON LOANS

Changes in tha reserve against losses on leans for the years ended June 30, 2007, June 30, 2006 and June 30, 2005, are summarized below
{US$% millions):

2007 2006 2005

Beginning balance 3 838 $ 989 S 1,367
Release of {provision for} losses on loans (41} 10 {259}
Write offs (39} (111) {136)
Recoverias of previously written off lnans 3 9 18
Foreign currency transaction adjusiments 13 4 4
Other adjustments {2} {3) {3)

Ending batance s 832 § 098 5. 989

The release of provision for losses on loans and guarariees in the consolidated income statement for the year ended June 30, 2007 includes
$2 million release in respect of guarantees ($5 million provision - year ended June 30, 2006; $3 million release - year ended June 30, 2005). At
June 30, 2007 the accumulated reserve for losses on guarantees, included in the consclidated balance sheet in payables and other liabilites,
was 316 million {318 million - June 30, 2006).

Other adjustments comprise reserves against interest capitalized as part of a deb! restructuring.
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NOTE E - GUARANTEES

Under the terms of IFC's guarantees, IFC agrees o assuma responsibilily for the dient's financial obligations in the event of default by the dlient,
where default is defined as failure fo pay when payment is due. Guarantees entered into by IFC generally have maturities consistent with those
of the loan portfolio. Guarantess signed at June 30, 2007, totaled $1,414 million {$1,150 million - June 30, 2006). Guarantees of $808 million
that were outstanding {j.e., not called) at June 30, 2007 {$494 million - June 30, 2006}, were not included in loans on the IFC’s consolidated
balance sheet. The outstanding amount represents the maximum amount of undiscounted future payments that IFC could be required to make
under these guarantees.

NOTE F - INCOME FROM EQUITY INVESTMENTS

Income from equity invesiments for the years ended June 30, 2007, June 30, 2006 and June 30, 2005 comprise the following (USS$ millions):

2007 2006 2005

Realized capital gains on equity sales $ 1,942 S 928 3§ 723
Dividends and profit participations 398 327 258
Amartization of UJVs conditional asset ratirement obligations {2) {8} -
Inceme from investments accounted for under the equity method 19 56 191
Changes in camrying value of equity investments - - 269
Equity investment impairment write-downs (40} {57} {62}
Net losses on equity-related derivatives (9) {15) {12}
Custody and other fees (2} {3 {2}

Total income from equity investments 5 2,306 3 1,228 3§ 1365

Realized capital gains include recoveries and are net of losses on sales of equity investments.

On December 21, 2005, IFC entered into an agreement to sell its shares in Banca Comerciala Romana $.A. In addition, IFC entered info an
agreemant which includes certain payment covenants and potential indemnifications with raspact to certain conditions and valuations in case
such conditions and valuations bacome applicable. The transaction closed during October 2006. Accordingly, IFC recognized a capital gain in
the yeaar ended Jurne 30, 2007, in the amount of $833 million.

Realizad capital gains on equity sales for the year ended June 30, 2007 includes $95 million ($0 - year ended June 30, 2006; 30 - year ended
June 30, 2005} retated to settlements regarding toan to equity conversion options received in lisu of exercise,

Dividends and profit participations include $64 million {$86 million - year ended June 30, 2006; $106 milion - year ended June 30, 2005) of
receipts received in freely convertibla cash, net of cash disbursements, in respect of investrments accounted for under the cost recovery method.
NOTE G - INVESTMENT TRANSACTIONS APPROVED ARD COMMITED BUT NOT DISBURSED OR UTILIZED

Investment transactions approved by the Board of Directors not committed, loan, equity and debt security commitments signed but not yat
disbursed, and guarantee and client risk management faciifies signed but nat yet utilized are summarized below {US$ millions):

June 30,2007 June 30, 2006

Investment transactions approved bul not committed:
Loans, equity investments and debt securities 3 3,785 3 2,860
Guarantees 1,212 879
Client risk management facilities 122 18
Tota! invesiment transactions approved but not commitied 5119 3557

Investment lransactions committed but not disbursed:
Loans, equity investments and debt securities 7,654 6,911

Investment transactions committed but not utiized:
Guarantees 634 656
Client risk management facilities 93 132
Total investrment transactions comrnitted but not disbursed or utilized 8,381 7,699
Total investment transactions appreved but not disbursed or utilized S 11256
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NOTE H - LOAN PARTICIPATIONS

Loan participations aranged to be placed with Participants in respect of loans approved by the Board of Diractors, loan participations signad as
commitments for which disbursement has not yet been made and loan participations disbursed and oulstanding and serviced by IFC for the

Participants are as follows {1JS$ millions);

. June 30, 2007 June 30, 2008
Loan participations arranged (o be placed with Participants approved
but not committed ] 1,803 $ 2,485
Loan participations signed as commitments but not disbursed 1,069 1,138
Loan participations arranged to be placed with Participants approved
but not disbursed S 2872 E . Y .1
Loan participations disbursed and outstanding which are serviced by
IFC s 4w s 3a;m
NOTE | - RECEIVABLES AND OTHER ASSETS
Recseivables and other assets ara summarized below (USS millions}:
June 30, 2007 June 30, 2006
Recsivables from sales of securities $ 2,001 3 1,466
Accrued inferast income on time deposits and securities a7 1,226
Accrued income on derivative instruments 341 295
Accrued interast income on loans 196 153
Prepaid pension and other postretirement benefit costs 686 393
Headquarters buitding:
Land 89 89
Building 202 192
Less: Building depreciation (48} (43)
Headquarters building, net 243 238
Deferred charges and other assets 210 192
Total receivables and other assets 3 1764 $ 3967
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NOTE J - BORROWINGS
Market borrowings and associated derivatives

IFC's borrowings outstanding from market sources and currency and interest rate swaps, net of unamortized issue premiums and discounts, are
summarized below:

June 30, 2007
interast rate swaps
Currency swaps notional principal
Market borrowings payable {receivable) payable {receivable} Nel currency obligation
Waighted Weighted National Woeighted Weighted
Amount (US  average Amount(US average amount{US average Amount{US average
$ millions} cost (%} $ millions} cost (%) $ millions) cost {%) § milligns} cost (%)
US dollar £ 7,122 40 3 8,535 49 3 6,579 52 3 15,349 51

{6,887) (3.8)

Japanese yen 3,969 5.0 {3,969) {5.0) - - -
Pound sterfing 1,816 55 {1,816} {5.5) - - - -
South African rand 1,237 7.4 {1,237) {7.1} - - - -
Australian dollar 508 4.7 {506} 4.7) - - - -
Euro 474 55 (474} 5.5) - - - -
Hong Kong dollar 370 6.2 {370) (6.2) - - - -
New Zealand dollar 366 6.1 (366) (6.1) - - - -
Canadian dotlar 291 1.0 {291} (1.0} - - - -
Chinese renminbi 263 33 - - - - 263 33
Malaysian ringgit 144 2.9 (144) (2.9} - - - -
Morocean dirham 120 45 (120) (4.5) - - - -
Swiss frane a2 28 {92) {2.2) 81 2.3 - -
81} {3.0}
C.F.A. franc 45 48 41 {4.8) 4 48
New Turkish lira 38 18.3 {38) {18.3) - - - -
Paruvian soles nuevos 32 6.3 {3 {63 - - - -
Mexican peso 18 7.0 {18} (7.0} - - - .
Principal at face value 16,903 S (979} S ... (308) 1 15616 50
Less: Unamortized discounts, net {591}
Total markel borrowings 16,312
Fair value adjustments {495)
Carrying value of market
borrowings § 15817
June 30, 2006
Interest rate swaps
Currency swaps notional principal
Market borrowings payable {receivable) payable (receivabie) Net currency obligation
Waeighted Weighted Notionat Weighted Weighted

Amount (US  average Amount{US awverage amount(US average Amount{US average
$ millions} cost (%) 3 milions} cost {%} $ millions} cost (%} $ millions) cost (%)
39

US dollar 3 6,980 [3 8,078 4.6 $ 6,334 5.1 3 14,725 4.9
{6,667} {3.8) - -
Japanesa yen 4174 4.2 {4,174) (4.2} - - - -
Pound steriing 1,712 54 {(1,712) {5.4} - - - -
South African rand 589 7.2 (589) {7.2} - - - -
Mong Kong dollar 552 6.1 {552) {6.1} - - - -
Euro 475 6.4 (475) {6.4) - - - -
Australian dollar 397 47 {397) 4.7) - - - -
Canadian dollar 276 1.0 (276) {1.0) - - - -
New Zealand dollar 242 6.0 {242) (6.0} - - - -
Colambian peso 235 125 {235) {12.5) - - - -
Chingse renminbi 141 3.4 - - - - 141 34
Malaystan ringgit 136 29 {1386) 29 - - - -
Moroccan dirham 114 4.5 {114) {4.5) - - - -
Swiss franc 91 19 {91) {1.3) 80 1.3 - -
(80) {2.0) - -
Peruvian soles nuavos 45 6.6 {48) {8.6) - - - -
Principal at face vatue 16,160 s (961) S (333) s 14,866 44
Less: Unamortized discounts, net {605}
Total market borrowings 15,555
Fair value adjustments
Carrying value of market
borrowings §__ 14887
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The weighted average cost of IFC's borrowings outstanding from market sources afler cumency and interest rate swap fransactions was 5.0% at
June 30, 2007 {4.9% - June 30, 2006). The weighted average remaining maturity of IFC's borrowings from market sources was 9.8 years at
June 30, 2007 (10.7 years - Juna 30, 2008). Charges on bomowings for the year ended June 30, 2007, include $8 million of interest expense on
secured borrowings {(§6 million - June 30, 2006}.

Net fair value adjustments to the carrying value of market borrowings comprises ${485) million at June 30, 2007 (${668) million - June 30, 2006},
representing adjustments to the carrying value of transactions in dasignated fair value hedging retationships.

The net nominal amount receivable from cumency swaps of $979 million and the net notional amount receivable from interest rate swaps of
$308 milion at June 30, 2007 ($961 million and $333 miillion - June 30, 2006), shown in the above table, are reprasented by currency and
interest rate swap assets at fair value of $896 million and currency and interest rate swap liabilities at fair value of $699 million (§785 million and
3779 million - June 30, 2006}, included in derivative assets and derivative liabilities, respectively, on the consolidated balance shest.
Borrowings from IBRD

Borrowings outstanding from IBRD are summarized below:

June 30, 2007 June 30, 2006
Principal Weighted Principal Weighted
amount average amount average
(US3 milligns} cost (%) {USS$ millions) cost (%)
Saudi Arabian riyal $ . 50 45 $ 50 45
US doltar 12 6.7 30 6.4
Total borrowings cutstanding from IBRD s 62 § 80

The weighted average remaining matunty of borrowings from IBRD was 8.2 years at June 30, 2007 (7.5 years - June 30, 2008). Charges on
barrowings for the year ended June 30, 2007, includas $3 million {$5 million - year ended June 30, 2006; 35 million - year ended June 30, 2005)
in respect of IBRD borrowings.

Maturity of borrowings

The printipal amounts repayable on borrowings outstanding in all currencies, gross of any premiums or discounts, during the years ending June
30, 2008, through June 30, 2012, and thereafier are summarized below (US$ millions):

2008 2009 2010 2011 2012  Thereafter _Total
Borrowings from market sources 3 1875 % 1642 % 2629% 136335 1376 § 8018 § 16903
Bomrowings from IBRD 8 3 1 - 8 42 62
Total borrowings, gross $_JE3§ 1645 % 26305 13635 1384 5 BOS0 16965
Less: Unamortized discounts, net (591}
Fair value adjustments {495)
Carrying value of borrowings 5 15879

After the effect of interest rate and currency swaps, IFC's bomrowings generally reprice within one year.

NOTE K -~ PAYABLES AND OTHER LIABILITIES

Payablas and other liabilities are summarized below {US$ mitlions):

Juna 30, 2007 June 30, 2006

Accrued charges on borrowings 3 267 3 216
Accrued charges on derivative instruments 267 282
Payables for purchasas of securities 3,278 1,352
Secured borrowings 159 B8
Accounts payable, accrued expenses and other liabilities 406 2686
Deferred income 68 60

Total payables and other liabilities S 4445 s 2284
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NOTE . ~ CAPITAL TRANSACTIONS

IFC's authorized share capital was increased to $2,450 million through two capitat increases in 1992. Tha subscription and payment period for
shares then allocaled ended on August 1, 1999, but IFC has agreed to dafer the payment date for certain member countries beyond this date.
Pursuant to these arrangements, $1 million of subscribed shares remained unpaid at June 30, 2007 (31 million - June 30, 2006).

During the year ended June 30, 2007, 100 shares were subscribed and paid by member countries at a par value of $1,000 each {0 - year ended
June 30, 2008, 1,615 - year ended June 30, 2005).

Under IFC's Articles of Agreement, in the event a member withdraws from FC, IFC and the member may negotiate on the repurchase of the
member's capital stock on such terms as may be appropriate under the eircumstances. Such agreement may provide, among other things, for
a final settlernent of all obligations of the member to IFC. If such an agreement is not made within six months after the member withdraws or
such other time as IFC and the member may agree, the repurchase price of the member's capital slock shall be (he value thereof shown by
the bocks of IFC on the day when the member withdraws. The rapurchase of capital stock is subject to certain conditions including payments
in installments, at such times and in such available curency or currencies as IFC reasonably determines, taking into account the financial
position of IFC. IFC's Articles of Agreement also provide for the withdrawing member to repay losses on loans and equity investments in
excess of reserves provided on the date of withdrawal.

NOTE M - OTHER INCOME

Other income for the year ended June 30, 2007, predominantly comprises $20 million of faes collected from clients for expenses incumed by
IFC, included in administrative expenses ($20 million - year ended June 30, 2006; $16 milion - year ended June 30, 2005), $7 million of income
from consalidated entities ($17 million - year ended June 30, 2006; $5 million - year ended June 30, 2005) and income under other reimbursable
arrangements af $7 milkon {310 million - year ended June 30, 20086; $13 million - year ended June 30, 2005)

NOTE N - ADVISORY SERVICES, PERFORMANCE-BASED GRANTS, AND GRANTS TO IDA

As of June 30, 2007, IFC had designated retained eamings in the cumulative amount of $580 million for advisory services {$580 mitlion - June
30, 2006). Of the amount appraved by the Board of Directors as of June 30, 2007, IFC has recognized expenditures of $96 million in the year
ended June 30, 2007 {355 million - year ended June 30, 2006; $38 million - year ended June 30, 2005). At June 30, 2007, retainad eamings
designated for advisory services totaled 3391 million (3487 million - June 30, 2006).

As of June 30, 2007, IFC had designated retained eamings in the cumulative amount of $250 miltien for performance-based grants {5250
million - June 30, 2006). Of the amourt approved by the Board of Directors as of June 30, 2007, IFC has recognized expenditures of $0 in the
year ended June 30, 2007 (335 milion - year ended June 30, 2006; 50 - year ended June 30, 2005). Al June 30, 2007, retained eamings
designated for performance-based grants totaled $215 million {$215 mitlion - June 30, 2006).

During the year ended June 30, 2006, IFC provided $35 million o IBRD's Global Partnership for Outpui Based Aid under a pilot phase approved
by IFC's Board of Direciors in March 2006, which was recorded as an expensa in the year ended June 30, 2006, Also under the pilot phase,
IFC's Board of Directors has approved a further $30 million for a future performance-based small and medium sized enterprise initiative for Sub-
Saharan Africa. No amounts have been expensed under this iritiative in the year ended June 30, 2007.

As of June 30, 2007, IFC had designated retained eamings in the cumulative amount of $150 miillion for grants to IDA (3150 million - June 30,
2006}, Of the amoun! approved by the Board of Directors as of June 30, 2007, iFC recorded a grant to IDA of $150 million in the year ended
June 30, 2007 (30 - year ended June 30, 2006; $0 - year ended June 30, 2005), for IDA grant projecis that encourage the growth of private
enterprise in countries that are members of both IFC and IDA, At June 30, 2007, retained eamings designated for grants to DA totaled $0
($150 million - June 30, 2006).
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NOTE O — NET (LOSSES) GAINS ON OTHER NON-TRADING FINANCIAL INSTRUMENTS

Net {losses} gains on other nan-trading financial instrurnents for the year ended June 30, 2007, June 30, 2006 and June 30, 2005, comprises
{US3 millions);

2007 2008 2005

Differenca between changes in fair value of denvative instruments

designated as a fair value hedge and change in fair value

of hedged items attributable 1o risks being hedged 3 {3) $ {63) 3 {48)
Change in fair value of non-trading derivative instrurments

not designated as a hedge (96) {79) 11
Amortization of difference betwaen fair value and canying value of hedged items

at July 1, 2000 not designated for hedge accounting under SFAS No. 133 (1) 3 {3)
Release from accumulated other comprehensive income of transition gain

on cash flow-like hedges 1 - 1

Net (losses) gains on other non-trading financial instruments 3 {99) ) 1 {145) 3 ____ 61

Of tha total net {losses) gains on other non-trading finandal instruments, unreatized gains of $7 million {losses of $182 million - yaar ended June
30, 2008; gains of $44 million - year ended June 30, 2005) are atiributable to borrowings and related derivatives transactions; unrealized iosses
of $10 million {gains of $30 million - year ended June 30, 2006; losses of $8 million - year endad June 30, 2005} are attributable to loans and
related dervatives transactions; urrealized tosses of $96 million {gains of 37 million - year ended June 30, 2006; gains of $22 million - year
ended June 30, 2005) are aftributable to equity related derivatives; and unrealized gains of 30 (30 - year ended June 30, 2006; gains of 33
milion - year ended June 30, 2005) are aftributable to dient risk management activities.

NOTE P — DERIVATIVE AND OTHER FINANCIAL INSTRUMENTS

Many of IFC's financial instruments are not actively traded in any market. Accordingly, estimates and present value calcutations of future cash
flows are used to eslimate the fair values. Determining future cash flows for fair value estimation is subjective and imprecise, and minor
changes in assumptions or methodologies may materially affect the estimated values. The excess or defict resulling fram the difference
between the carrying amounts and the fair values presented does not necessarily reflect the realizable values, since IFC generally hoids ioans,
borrowings and other financial instruments with confractual maturities with the aim of realizing their recorded values.

The estimated fair valuaes reflect the interest rate environmants as of June 30, 2007 and June 30, 2006, In different interest rate environments,
the fair value of IFC's financial essets and liabiliies could differ significantly, especially the fair vatue of certain fixed rate financial instruments.
Reasonable comparability of fair values among financial institutions is not likely, because of the wida range of permitted valuation tachniques
and numerous estimates that must be made in the absence of secondary market prices. This lack of objective pricing standards introduces a
greater degree of subjectivity and volatiity to these derived or estimated fair values. Therefore, while disclosure of estimated fair values of
finandal instruments is required, readers are cautioned in using these data for purposes of evaluating the financial condition of IFC. The fair
values of the individual financial instruments do not represent the fair value of IFC taken as a whole,

The methodologies used and key assumplions made to astimate fair valuas as of June 30, 2007, and June 30, 2008, are summarized below.

Liquid assets - Tha estimated fair value of time deposits and the trading securities portfolio are based on quoted market prices and the present
value of estimated future cash flows using appropriate discount rates.

Derivative instruments - Fair values for covered forwards were derived by using quoted market forward exchange rates. Fair values for other
darivative instruments were derived by delermining the present value of estimated future cash flows using appropriate discount rates,

Loans and loan commitments - IFC generally has not sold its loans from the portfolio, and there is no comparable secondary market. Fair
values for fixed rate loans and loan commitments were determined using a discounted cash flow model based on a discount rate comprising the
fixed rate loan spread plus the year-end estimated cost of funds. Since rates on variable rate loans and loan commitments are generally reset
on a quarterly or semiannual basis, the carrying value adjusted for credit risk was determined to be the besl estimate of fair value. IFC also
holds options to convert loans into equity of centain of its invastee companies. Fair values of these conversion options are based on quoted
market prices or othar caloulated values of the underlying equity invesiment.

Equity investments - Fair values of equity investmenis accounted for at cosl less impairment were determined using market prices where
available, put option prices, book values or cost, certain of which were discounted based upon management's estimate of net realizable value.
Whare market prices were not avaitable or allemate valuation techniques ware not practical, cost was determined to be the best estimate of fair
value. Fair values of investments in LLPs and certain LLCs, other equity method investments and equity invesiments held by consoiidated VIEs
are not included.
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Borrowings - Fair values were derived by determining the present valua of estimated future cash flows using appropriate discound rates.

Estimated fair values of IFC's financial assets and liabilities and off-balance sheet financial instruments are summarized below (US$ millions).
IFC's credit exposure is represented by the estimated fair valuas of its financial assets.

June 30, 2007 June 30, 2006
Carrying Fair value
amount agjustments E air_ valus Fair valug
Financial assets
Cash and due from banks, time deposits, securities and
securities purchased under resale agreements 3 19,888 $ - $ 19,888 S 20,594
Investments:

Net loans 11,818 486 12,304 10,270
Caost method equity investments 2,670 6,285 8,955 6,385
Equity method and consolidated investments 575 134 708 582

Total equity investments 3,245 6,419 9,664 6,967
Debt seaurities 733 - 733 262
Total investments 15,796 6,908 22,701 17,499
Derivative asssts:
Liquid asset portfoliorelated 90 - 90 189
Loans-retated 25 - 25 117
Borrowings-related 896 - 896 785
Client risk management-related 22 - 22 29
Equity-related 118 - 118 79
Total derivativa assets 1,151 - 1,151 1198
Nonfinancial assets 3.764 - 3.764 3,967
Total assets 540590 3 6305 S 47.504 343250
Financial liabilities
Securities sold under repurchase agreements and payable
for cash collateral received $ 4,973 3 - 3 4,973 3 8,805
Market and IBRD borrowings outstanding 15,879 {99) 15,780 14,967
Derivative liabilities:
Liquid asset portfolio-related 157 - 157 344
Loans-related 243 - 243 135
Borrowings-related 699 - 699 779
Client risk management-related 22 - 22 28
Equity-related 164 - 164 64
Totat derivative liabilities 1.285 - 1.285 1,350
Nonfinancial liabilities 4445 - 4,445 2284
Total liabilities )1 26 582 3 {99) 3 26,483 & 27406

The fair value of loan commitments amounted to $17 million at June 30, 2007 ($14 million - Juna 30, 2006).
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NOTE Q - CURRENCY POSITION

IFC conducts its operations for its |oans, time deposits and securities and borrowings in multiple currencies. IFC's policy is to minimize the level
of currency risk by closely matehing the currency of its assets (other than equity invesiments and quasi-equity investments} and liabilites by
using hedging instruments. IFC’s equity investments in enterprises located in its developing member countries ara typically made in the local
currency of the country. As a matter of policy, IFC carries the currency risk of equity investments and quasi-equity investments and funds these

investments from its capital and ratained earnings.

The following table summarizes IFC’s exposure in major currencies at Juna 30, 2007, and June 30, 2006 (US3 millions):
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June 30, 2007
Japanese Other Fair value
US dollar Euto yen currencies  adjustments Total
Assets
Cash and cash squivalents § 5112 3§ 33 § 1 % 215 § - 3 5,361
Trading secunties 13,921 283 61 32 - 14,297
Securities purchased under rasale agreements 230 - - - - 230
Investments:
Loans 9,232 1,681 38 1,693 6 12,650
Less: Reserve against losses on loans (644) {103) {3) (82} - {832}
Net loans 8,588 1,578 35 1,611 3 11,818
Equity investments - - - 3,245 - 3,245
Debt securitias 471 54 - 208 - 733
Total invesiments 8,059 1,632 35 5064 6 15,796
Cerivative assets 3,580 557 4195 4 823 {12,014} 1,151
Receivables and other assets 3483 34 91 156 - 3764
Total assets § 25385 § 2539 § 4383 § 10290 § (12.008) § 40599
Liabilities
Securities sold under repurchase agreements and
payable for cash collateral received § 4973 3§ - 5 - 8 - 3 - %5 4973
Borrowings 6,835 469 3,971 5,099 {495) 15,879
Derivative liabilities 8,969 1,870 318 1,607 {11,480) 1,285
Payables and other liabilities 4,080 27 a7 271 - 4445
Total liabilities & 24837 § 2366 § 4377 § 6977 % (11.975) § 26582
June 30, 2006
Japanese Other Fair value
US dollar Euro __yen curencies  adjustments  Total
Asgets
Cash and cash equivalents $ 2960 § 94 3 1 % 63 § - §  3ns8
Trading securities 14,758 1,319 88 121 - 16,286
Securities purchased under resale agreements 1,190 - - - - 1,190
Investmeants:
Loans 8,165 1,498 45 1,013 [ 10,727
Less: Reserve against losses on loans {707} {107} {9 {80) - {858)
Net loans 7.458 1,391 41 933 8 9,829
Equity investments - - - 2,696 - 2,696
Debt securities 262 - - - - 262
Total investments 7,720 1,391 41 3,629 — 8 12787
Derivative assels 2,725 1,276 4472 4,147 {11,421} 1,199
Receivables and other assets 3.658 91 88 130 - 3.967
Total assets i3 A1 3 _As% £ (1415) §_3a547
. Liabilities
Securities sold under repurchase agreements and
payable for cash collateral received $ 8064 3 741 % - 8 - 3 - 3 8805
Borrowings 6,681 468 4177 4,308 {668) 14,967
Derivative liabilities 7,996 2,765 425 977 {10,813) 1,350
Payables and other liabilities 1,997 64 82 141 2,284
Total liabilities 4 24738 § 4038 § 4684 § 5427 § (11.481) 5 27406
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NOTE R ~ SEGMENT REPORTING

For management purposes, IFC’s business comprises two segments: dient services and treasury services. The client services segment consists
primarily of lending, debt securiies and aquity invesiment activities. Operationally, the treasury servicas segment consists of the borrowing,
liquid asset management, asset and liability management and client risk management activities. Consistent with intemal reparting, net income
{expense} from asset and liability management and dient risk management activities in support of client services are allocated to the client
services segment.

The assessment of segment performance by senior management includes net income for each sagment, retumn on assets, and ratum on capital
employed. IFC's management reporting system and policies are used 1o determine revenues and expenses aftributable to each segment.
Consistent with internal reporting, administrative expenses are allocated to each segment based largely upon personnel costs and segment
head counts. Transactions between segments are immaterial and, thus, are not a factor in reconciling to the consolidated data.

The accounting policies of IFC's segments are, in all material raspects, consistent with those described in Note A, “Summary of Sigrificant
Accounting and Related Policies.”

An analysis of IFC's major components of income and expense by business segment for the years ended June 30, 2007, June 30, 2006, and
Juna 30, 2005, is given below (US$ millians):

2007 2006 2005
Client Treasury Client Treasury Client Treasury
sefvices  services  Total  services  services  Total | services services  Total

Intarast and financial fees from

loans and debt securites $ 1,075 % - % 1075 % 807 3 - $807 % 660 $ - 3 860
Income from liquid assel

trading activities - 618 618 - 444 444 - 358 358
Charges on borowings (510} {291) (801} (343) {260} {603) {151} {158) (309)
Income from equity

investments 2,306 - 2,306 1,228 - 1,228 1,365 - 1,365
Release of {provision for)

losses on loans and

guarantees 43 - 43 {15} - {15) 261 - 261
Service fees 53 - 53 52 - 52 41 - 41
Administrative expenses (475) 7) {482) {430} (6) {438) {397) (8) {403}
Other income {expenses), net 23 - 23 22 - 22 18 - 18
Income before expenditures

for advisory services,

PBG, grants to IDA and

net (losses) gains on

other non-trading financial

instruments 2,515 320 2,835 1,321 178 1,499 1,797 194 1,991
Expenditures for

advisory services {96} - {96) (55) - (55) {38) - {38)
Expenditures for PBG - - - {35} - {35} - B f .
Grants to IDA (150) - (150) - - - - - -
Net {losses) gains on other non-

trading financial instruments {106) 7 (89) 35 {180) (145} 17 44 61
Net income § 2163 8 327 S5 2490 § 1266 § (2§ 1264 $_1776 . 238 § 2014

Geographical segment data in respect of client services are disclosed in Note C, and are not relevant in respect of treasury servicas.

NOTE S —~ PENSION AND OTHER POSTRETIREMENT BENEFITS

IBRD, IFC and MIGA participate in a defined benefit Staff Retirement Plan {SRP), a Retired Staff Benefits Plan (RSBP) and a Post-
Employment Benefits Plan {PEBP) that cover substantially alt of their staff membaers.

The SRP provides regular pension benefits and includes a cash balance plan. The RSBP provides certain heatth and iife insurance benefits
to eligible retirses. The PEBP provides certain pension baenefits administered outside the SRP.

IFC uses a Juna 30 measurament date for its pension and other postretirement benefit plans. The amounts presented below reflect IFC's
respective share of the costs, assels and liabilities of the plans.

All costs, assets and liabilities associated with these pension plans are allocated between IBRD, IFC and MIGA based upon their employees’
respective participation in the plans. Costs allocated to IBRD are then shared between IBRD and IDA based on an agreed cost sharing ratio,
IDA, IFC and MIGA reimburse IBRD for their proportionate share of any confributions made 1o thess ptans by IBRD. Contributions to these
plans are caleulated as a percentage of salary.
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The following table summarizes the benefil costs assodiated with the SRP, RSBP, and PEBP allocated to IFC for the fiscal years ended June
30, 2007, June 30, 2006, and June 30 2005 (USS$ millions):

SRP RSBP PEBP
2007 2006 2005 2007 4 2006 2005 2007 2006 2005
Benefit cost

Servica cost 3 59 § 5% § 48 3 9 3 9 % 6 3 4 % 23 2
Interest cost 86 101 100 10 8 7 2 2 1
Expected retum on plan

assets {148) {157) {145) {12) {10} (8) - - -
Amortization of prior

servica cost 2 1 3 - - - - - -
Amortization of unrecog-

nized netloss - 9 - 2 4 2 - - -

Net periodic pension

cost H 1 3 13 % 8 1 9_% 11 § 7 3 A_S 4 % 3

The expenses for the SRP, RSBP, and PEBP are included in expense from pension and other postretirement benefit plans. For the fiscal years
ended June 30, 2007, June 30, 2006, and Juna 30, 2005, expenses for thase pians of 316 million, $28 million and $16 million, respectively, were
allocated to IFC.

As described in Note A under Accounting and financigl reperting developments, on June 30, 2007, 1IFC prospectively adopted SFAS No. 168
as required, which resulted in a credil 1o accumulated other comprehensive income of §246 million. Further details are provided in the
disclosures below.

The following table summarizes the projected benefit obligation, fair value of plan assets, and funded status associated with the SRP, RSBP,
and PEBP for IFC for the fiscal years ended June 30, 2007, and June 30, 2006 (US$ milions), Since the assets for the PEBP are net heldin an
irevocable trust separate from the assets of IBRD, they do not qualiify for off-balance sheet accounting and are therefore included in IBRD's
investment portfolio. IFC has recognized a recsivable (prepaid asset) from {BRD and a payable {jiability) to IBRD equal to the amount required
to support the plan. The assets of the PEBP are invested in fixad income instruments.

SRP RSBP PEBE
2007 2008 2007*% 2006 2007 2008
Projected benefit obligation
Beginning of year $ 1,352 $ 1831 3 181 3 162 % ko) $ 23
Service cost 59 59 9 9 4 2
Interest cost 86 101 10 8 2 2
Employee contriobutions 17 15 2 t - -
Benefits paid (77} (51} {4) {4) {5) {2}
Actuarial loss (gain) 67 {403} t {15} 3 9
End of year 1.5Q4 1,352 178 161 38 34
Fair value of plan assets
Beginning of year 1,892 1,670 142 118 - -
Employee contributions 17 15 2 1 - -
Actual return on assets 314 205 23 1 - -
Emptoyer contributions 42 53 18 16 - -
Benelfits paid [ts) {51} {4) {4) - =
End of year 2,188 1.892 181 142 - -
Funded status 684 540 2 {19) (38) {34)
Unrecognized amounts:
Net actuarial loss {gain)® - {202) - 43 - 15
Prior service cost (credit) - 10 - - - 1
Net unrecognized amount - {192) - 43 - 16
Amount reported in the
balance sheet 8. 684 M8 _§ 2 5 24§ (38} § {18)
Accumulated benefit
obligation § 1,032 § 1024 3% 179 k] 160, .8 34 3 28

1 The Medicanm Prescription Drug. improvement and Modamizalion Act of 2003 resuitad in $1 million reduction i nat periodic pension cost.

2 The L Praaziption Drug, (mg M and Madamizalion Act of 2003 maultad in $4 milion mduction i RSBF's accumutated benefil obligation.

? Unaer SFAS No 158, and &8 notad i (he following table. amaurts thal ware praviously reporisd as parl of prepaid pension costs or Rabilities are now repocted within accurnuiatad ather
comprahensive incoms on the conaolidatad batance shael.

* Net amount red is reporad undar receh and oiher assets or payables and other liabilties on the shoel.
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The $684 million relating to SRP at June 30, 2007 {$348 million - June 30, 2006), is induded in receivables and other assets on the consolidated
balance sheet. The $2 million relating to RSBF at June 30, 2007 {$24 million - June 30, 2006}, is alse included in receivables and other assets
on the consolidated balance sheet.

The following tables present the amounts recognized in accumulated aother comprehensive income and the incremental effect of adopting
SFAS No.158 on individual line iterns on the consolidated balance sheet on June 30, 2007 (USS$ millions):

Amounts recognized in accumulated other comprehensive income on adoption of SFAS No. 158

SRP RSBP BEBP Total
Net actuarial {gain} loss 3 (303} % 30 3 18 3 {255)
Prior service cost {credit} 8 1 9
Met {gain) loss recognized in accumulated other
comprehensive income 3 {295} & 3 b 18 3 {246}

Incremental effect of applying SFAS No. 158 on individual line items on the consolidated balance sheet

Before application SFAS No. 158 After adaoption of
of SFAS No. 158 __adoption adiustments SFAS No. 158

Line item
Recaivables and other assets $ 3,500 3 264 $ 3,764
Totat assels ' 40,335 264 40,599
Payabtes and other liabilities 4,427 18 4,445
Total liabifities 26,564 18 26,582
Accumulated other comprehensive income 196 246 442
Total capital 13,771 246 14,017
Total liabilities and capital 40,335 264 40,599

The estimated amounts that will be amortized from accumulated other comprehensive income into net pedodic benefit cast in the fiscal year
ending June 30, 2008 are as follows {US$ millions):

SRP RSBP PEBP Total
Net actuarial loss {gain} $ - $ 1 $ 1 $ 2
Prior service cost (credit) 1 - - 1
Amaount to be amortized into net periodic benefit cost § 1 3 1 $ 1 3 3

in December 2003, the United States Medicare Prescription Dug Improvement and Modemization Act of 2003 {the Act) was enacted. The Act
established a prescription drug benefit under Medicare {Medicare Part D} and a federal subsidy to sponsors of retiree health care beneiit plans
that provided a benefit that is at east actuarially equivalent to Medicare Part D. During the fiscal year ended June 30, 2006, the U.S. Center
for Medicare and Medicaid Services (CMS) approved IBRD's participation in the Medicare Retiree Drug Subsidy Program. The effects of the
subsidy and the related disclosures have been reflected in the financial statements for the fiscal year ended June 30, 2007, the year in which
IBRD received its first subsidy payment of $0.7 million for Medicare Part D. This payment is for the joint benefit of IBRD, IFC and MIGA.

Assumptions

The actuarial assumptions used are based on financial market interest rates, past experience, and management's best estimate of future benefit
changes and economic conditions. Changes in these assumptions will impact future benefit costs and obligations.

The expected long-term rate of retum for the SRP assets is a weighted average of the expected long-term {10 years or mare) retuns for the
various asse! classes, weighted by the partfolio allocation. Asset class returns are developed using a forwarddooking building block approach
and are not striclly based on historical returns, Equity returns are generally developed as the sum of expacted inflation, expecied real earnings
growth and expected long-term dividend yield. Bond returns are generally developed as the sum of expected inflation, real bond yield, and risk
premivm/spread {as appropnala). Other asset class retums are derived from their relationship to aquity and bond markets. The expecied long-
term rate of retum for the RSBP is computed using procedures similar to these used for the SRP. The discount rate used in defermining the
benefit obligation is selected by reference to the year-end AAA and AA corporate bands.

Actuarial gains and losses ocour when actual resulls are different from expected results. Amortization of these unrecognized gains and losses
will be included in income if, at the beginning of the fiscal year, they exceed 10 percent of the greater of the projecied benefit obligation or the
market-related value of plan assets. if required, the unrecognized gains and losses are amortized over the expected average remaining service
lives of the employee group.
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The following tablas present the weighted-average assumptions used In determining the projected benefit obligations and the net periodic
pension costs for the fiscal years ended June 30, 2007, June 30, 2006, and June 30, 2005:

Weighted average assumptions used to determine projected benefit obligation {%)

SRP RSBP PEBP
2007 2006 2005 2007 2006 2005 2007 2006 2005

Discount rate 6.25 6.50 5.25 6.25 6.50 5.25 6.25 B.50 5.25
Rate of compensation increase 6.50 6.80 5.90
Hezlth care growth rates

-at end of fiscal year 6.80 7.60 6.80
Ullimate health care growth

rate 4,75 500 425
Year in which ultimate rate .

is reached 2012 2012 2012

Weighted average assumptions used to determine net periodic pension cost (%)

SRP RSBP PEBP
2007 2006 2005 2007 2008 2005 2007 2008 2005

Discount rate 6.50 5.25 6.25 6.50 5.25 6.25 6.50 5.25 6.25
Expected retumn on plan

assets 7.75 7.75 7.75 825 8.25 8.25
Rate of compensation

incraase 6.80 590 6.40
Health care growth rates

-at end of fiscal year 7.60 6.80 7.30

-to year 2012 and thereafter 5.00 4.25 475

The medical cost frend rate can significantly affect the reported postretirament beneflt income or costs and benefit obligations for the RSBP,
The foltowing table shows the effects of a one-percentage-point change in the assumed healthcare cost trend rate {US3 millions):

Onea-percentage-point increase One-percentage-point decrease

Effect on tolal service and interest cost 3 4 3 {3)
Effect on postretirement benefit obligation 37 (30}
Investment strategy

The investment palicy for the SRP and the RSBP is to optimize the risk—retum relationship as appropriate to the respective plan's needs and
goals, using a global diversified portfolio of various asset dasses. Specifically, the long-term asset altocation is based on an analysis that
incorporates expected retums by asset class as well as votatilities and comrelations across asset classes and the liability profile of the respsctive
plans. This analysis, referred to as an assetdiability analysis, also provides estimates of potential future contributions and future asset and
liability balances. Plan assels are managed by external investment managers and monitored by IBRD's pension invastment department. The
pension plan assets are invested in diversified portfolios of public equity, fixed income, and altemative investmeants. The fixed-ncome and public
equity asset classes are rebalanced on a monthly basis.

The following table presents the weighted-average asset allocation at June 30, 2007, and June 30, 2006, and the respective target allocation by
asset category for the SRP and RSRP (%)

SRP RSBP
Target % of Plan Assets Target % of Plan Assats
Adlocation Allocation
2007 2007 2006 2007 2007 2006
Asset class
Fixed income 40 40 40% 30 30 30%
Pubfic equity 35 32 35 30 32 33
Alternative investments 25 28 25 40 38 K¥d
Total 100 100 100 100 100 100

Altemative investments include:
Private equity up o 12% 10.5% 83% upto28% 14.3% 12.3%
Real estate . up to 8% 57 4.7 up to 18% 50 4.1
Hedge funds up to 12% 1.2 12.0 up to 23% 18.3 205
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Estimated future benefits payments

The following table shows the benefit payments expecled to be paid in each of the next five years and subsequent five years. The expected
benefit payments are based on the same assumptions used to measure the benefit obligation at June 30, 2007 {USS millions}):

SRP RSBP PEBE

Before Medicare Maedicare

Part D subsidy Part © subsidy
July 1, 2007 - June 30, 2008 $ 55 3 4 3 - $ 3
July 1, 2008 - June 30, 2009 63 4 - 3
July 1, 2009 - June 30, 2010 69 5 - 4
duly 1, 2010 - June 30, 2011 75 6 - 4
July 1, 2011 - June 30, 2012 B1 6 - 4
July 1, 2012 - June 30, 2017 509 48 1 26

Expected contributions

IFC's contribution to the SRP and RSBP varies from year to year, as determined by the Pension Finance Committee, which bases its judgment
on the results of annuat actuarial valuations of the assets and liabililies of the SRP and RSBP. The best estimate of the amount of contrbutions
expecied {0 be paid to the SRP and RSBP far IFC during the fiscal year beginning July 1, 2007, is $30 million and $8 miltion, respectively.

NOTET - SERVICE AND SUPPORT PAYMENTS

IFC obtains certain administrative and overhead services from IBRD in those areas where common services can be efficiently provided by IBRD.
This inctudes shared costs of the Boards of Govemors and Directors, and other services such as comnunications, intemal auditing,
administrative suppart, supplies, and insurance. IFC makes payments for these services to IBRD based on negotiated fees, chargebacks and
allocated charges, where chargeback is not feasible. Expenses allocated to IFC for the year ended June 30, 2007, were $28 million {$23 million
- year ended June 30, 2006; $25 miltion - year ended June 30, 2005).

NOTE U - MANAGEMENT OF EXTERNAL FUNDS

IFC administers funds (Trust Funds) on behalf of donors that are restricted for specific uses in accordance with administration agreements
with donors. Specified uses could include, for example, Advisory Services including feasibility studies, project preparation, and implementing
global and regional programs, and research and training programs. These donor funds are placed in frust and are held in a separate
investment portfofio which is not comminglad with IFC's funds, nor are they inciuded in the assets of IFC.

Trust fund execution may be carried out in one of three ways: Recipient-executed, IFC-exacuted or Limited fiduciary arrangements.

IFC-executed Trust Funds involve IFC execution of activities as described in relevant administration agreements with donors which define the
terms and conditions for use of the funds. Spending autharity is exercised by IFC, subject 1o any restrictions contained in the administration
agreements.

Redipient-executed Trust Funds involve activiies carvied out by a recipient thirdparty "executing agency.” IFC enters into agreements with
and disburses funds to these recipients, who then exercise spending authority o meet the objectives and comply with terms stipulated in the
agreemants.

IFC also enters into Limited fiduciary amangements under which IFC's services are limited to the role of fiscal agent. Funds are held and
disbursed in accordance with instructions from the dortors or donors’ external governance structure.

The distribution of Trust Fund assets at June 30, 2007, and June 30, 20086, are surnmarized below (US$ millions):

Total fiduciary assets
Jung 30, 2007 June 30, 2006

Executed by IFC ] 553 3 463
Recipierd-exaecuted 1 1
Limited fiduciary arrangements 18 1

Total b 572 3 465
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ROTE V - CONTINGENCIES

In the normal course of its business, IFC is from time to ime named as a defendant or co-dafendant in various legal actions on different grounds
in various jurisdictions. Although thera can be no assurances, based on the information currently available, IFC's Management does not balieve
the outcome of any of the various axisting legal actions will have a material adverse effect on |FC's financial condition, resutts of operations or
cash flows.

NOTE W - VARIABLE INTEREST ENTITIES AND OTHER CONSOLIDATED INVESTMENTS

An entity is subject to FIN 48R and is called a variabie intarest entity {VIE) if it lacks: (1) equity that is sufficient to pemit the entity to finance
its activities without additional subordinated financial support from other parties; or {2) equity investors who have decision-making rights about
the enlity's operations or who do not absorb the expected losses or receive the expected returns of the entity proportionally ta their voting
rights.

A VIE is consolidated by its primary beneficiary, which is the party involved with the VIE that absorbs a majority of the expected losses or
receives a majority of the expecled residual retums or both. The primary beneficiary is required to initially measure the assets, liabiliies and
noncontrolling interests of the VIE at their camying amounts at the date on which it first became the primary beneficiary. Because certain VIEs
were created prior to the issuance of FIN 46R, it may not be practicable to determine the carrying amounts of the assets, liabilities and
noncontrolling interests a1 the initial dale, and in such cases, the primary beneficiary must measure the assets, liabilities and noncontrolling
interests at their fair values on the date FIN 46R is first applied. The primary beneficiary is also required to disclose information about the
nature, purpose, size, and activities of the VIE, and collateral and recourse creditors may have against the VIE.

An enterprise may hold significant variable interests in VIEs which are not consolidated because the enterprise is not the primary beneficiary.
In such cases, the enterprise is required to disclose information about its involvement with and exposure to the VIE, and about the nature,
pumaose, size, and aclivities of the VIE.

An enterprise is not required to apply FIN 46R to certain entities if, after making an exhaustive effort, it is unable to obtain the information
necessary {o: {1) determina whether the entity is a VIE; (2} determine if the enterprise is the primary beneficiary of the possible VIE; or (3)
perform the accounling requirad to consolidate a possible VIE. in such cases, the enterprise is required {0 disctose the number of entilies to
which FIN 46R is not being applied, why the information required to apply FIN 46R is not available, the nature, purpose and activities of the
entities to which FIN 46R is not being applied, and the enterprisa’s maximum exposure to the entities to which FIN 46R is not being applied.

Primary beneficiary

IFC has identified six VIEs in which IFC is deemed to be the primary beneficiary al June 30, 2007 (seven entities - June 30, 2006). Three of
the VIEs in which IFC is deemed to be the primary beneficiary have been consdlidated into IFC's consolidated financial statements as of June
30, 2007 {four entities - June 30, 2006). All consolidated VIES are in the Collective investment vehicles sector in the Latin America and
Canbbean region.

As a result of the consolidation of the three investments described above, IFC's consolidated balance sheet at June 30, 2007 includas
addifional assets of $12 million in equity investments ($6 million - June 30, 2006}, $3 million in receivables and other assets {($3 million - June
30, 2008), and additional liabilities of $4 million in payables and other liabiliies {$2 mitlion - June 30, 2006).

Other income for the year ended June 30, 2007 includes 37 million of income from consolidated entities (317 million - year ended June 30,
2006, $5 mitlion - year ended June 30, 2005) and other expense includes $2 million of expenses from consolidated entities {$10 million - year
ended June 30, 2008; 35 million - year ended June 30, 2005). .

The remaining three VIEs in which IFC is deemed io be the primary beneficiary have not been consolidated into IFC's consolidated financial
statements, as they are significantly impaired and information required to apply the provisiens of FIN 46R is not available. Based on the most
recent financial data available, total net assets of the three entities is $11 million. IFC’s net invesiment in these three entities totals $2 milion,
virtually all in the primary metals sactorin the Asia region.
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Significant variable interests

IFC has identified 27 investmeants in VIEs in which IFC is not the primary beneficiary but in which it is deemed to hold significant variable
interests at June 30, 2007 (14 - June 30, 2006). Based on the most recent available data from these VIEs, the size including committed
funding of the VIEs in which IFC is deemed {o hold significant variable interests totaled $1,639 million at June 30, 2007 (3602 milion - June 30,
2008). IFC's total investment in and maximum axposure to loss fo these invastments in VIEs in which IFC is deemed to hold significant
variable interests, comprising both disbursed amounts and amounts committed but not yet disbursed, was $367 million at June 30, 2007 (3108
million - June 39, 2006). The regional and sectoral analysis of IFC's investments in these VIEs at June 30, 2007, is as follows (US$ millions):

June 30, 2007

Equity Dabt Client risk
Loans mvesiments _securities managemaent Total
Europe and Central Asia 3 140 22 3 - 3 - $ 162
Latin America and Caribbean 77 31 - - 108
Asia 13 13 2 - 28
Sub-Saharan Africa - 12 - - 12
Middle East and North Africa 8 - - - 8
Other 16 2 28 5 49
Total VIE investments d___254 $__ B0 § 28 & 5 $§ 367
June 30, 2007
Equity Debt Client risk
Loans Fvesimets  securities management Total
Transportation and warehousing $ 97 % - 3 - 3 - $ ar
Finance and insurance 46 19 - 5 70
Collective investment vehides - 41 26 - i)
Industrial and consumer products 56 4 - - 60
Ajr transportation 15 - - - 15
Agricuiture and forestry 10 - - - 10
Cther 30 16 2 - 48
Total VIE Investments $ 254 § 81 § 28 0§ 5 $ 267

NOTE X - RESTATEMENT

Historically, IFC has not hifurcated certain embedded derivatives or accounted for certain derivatives associated with its loans, debt securities
and equity invesiments. These comprise put options, ¢all options, income participation features, prepayments, warrants and loan conversion
features. IFC has determined that, in accordance with SFAS No. 133, certain of these should have been accounted for as derivatives,
rgsulting in the recording of derivative assels and liabilities, measured at fair value. This application of SFAS No. 133 results in a restatement
of praviously reported results. This restatement, necassary to comect the historical application, results in an increase in reported retained
eamings at July 1, 2004 of $24 million, and the following changes in reported net income for the periods presented in these restated
consolidated financial statements:

- a decrease in net incoma of 3106 million for the year ended June 30, 2007;
- & decrease in net income of $14 million for the year ended June 30, 2006; and
- 2 dacrease in net income of $1 million for the year ended Juna 30, 2005.

IFC has also determined that, in accordance with SFAS No 115, certain loans in the amount of $94 million at June 30, 2007 should have been
rediassified as debt securities. IFC has further determined that the camying value of debt securities should have been decreased by $16
millian at June 30, 2007 (increased by $56 million - June 30, 2006) to reflect fair value at the respective dates. These applications of SFAS No.
115 result in a restatement, necessary to corract the historical application, of previously reporied net income and other comprehensive income
for the periods prasented in these restated consolidated financial statements:

- a decrease in net income of $22 million for the year ended June 30, 2007;
- 2 decrease in other comprehensive income of $50 million for the year ended June 30, 2007; and
- anincrease in other camprehensive income of $56 million for the year ended Junse 30, 2006.

The quartery results for all impacted interim pericds in the years ended June 30, 2007 and June 30, 2006 have also been rastatad. See Note Y

- Selected Quarterly Financial Data for an analysis of the changes and a reconciliation of amounts previously reported and the restated amounts
presented in these restated consolidated financial statements.
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The following tablas summarize the effact of the restatement on IFC's consolidated income statement and consolidated statement of cash
flows for the years ended June 30, 2007, Juna 30, 2006 and June 30, 2005 {US $ millions):

Year ended Jung 30, 2007

AS praviously
reparted Adiustments Ag Restated
Income Statement:
Other income
Foreign cumency transaction {losses) gains on non-trading activities 17 3 {17) 3 -
Total other income 116 {17) 99
Other expenses
Foreign cumency transaction losses {gains) on non-trading activities - 5 5
Tolal other expenses 500 5 505
Income before expenditures for advisory services, expenditures for
performance-based grants, grants ta IDA and net {losses) gains
on other non-trading financial instruments 2,857 (22} 2,835
Income after expenditures for advisory services, expendilures for
performance-based grants, granis to IDA and before net {losses)
gains on other non-trading financiat instruments 2611 (22) 2,589
Net {losses} gains on other nan-trading financial instruments 7 {106} (99)
Net income 2618 {128) 2,490
Statement of Cash Flows:
Cash flows from investment activities
Loan disbursements {4.574) 84 {4,490}
Investments in debt securnities (210} {84) (294)
Cash flows from operating activities .
Met income 2,618 {128) 2,490
Adjusiments to reconcile net income to net cash provided by {used in}
operating activities:
Foreign currency transaction losses {gains) on nan-trading activities {17) 22 5
Net losses {gains) on other non-trading financial instruments (7} 106 99
Change in payables and other liabiliies 2,531 71} 2,480
Change in receivables and other assets {926} kAl {855)
Year ended June 30, 2008
As praviously
reported Adiustments As Restated
Income Statement:
Other income
Foreign currency transaction (losses) gains on non-trading activities 6 3 (6} 3 -
Total other income 115 (6) 109
Other expenses
Foreign curency transaction losses {gains) on non-trading activities - (6) 6)
Total other expenses 477 {6} 471
Net (losses} gains on other non-trading finandial instruments {131) {14} {145)
Net incoms 1,278 (14} 1,264
Statement of Cash Flows:
Cash flows from operating activities
Net income 1,278 {14} 1,264
Adjustmenis o reconcile net income to net cash provided by (used in)
operaling activities:
Net losses {gains) on other non-trading financial instruments 131 14 145
Change in payables and other liabilities {431) 56 {375)
Change in receivables and other assets {168} {56) (224}
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Year ended June 30, 2005

As previously
reportad Adjustments As Restatad
income Statement:
Other income
Foreign cumrency transaction {osses) gains on non-trading activities $ N $ 7 3 -
Total other income 78 7 86
QOther expenses
Foreign cumancy transaction losses {gains) on nan-rading aclivities - 7 7
Total other expenses 423 7 430
Net {losses) gains on other non-trading financial instruments 62 (1) 61
Net income 2,018 {1} 2,014
Statement of Cash Flows:
Cash flows from operating activities
Net income 2,015 {1} 2,014
Adjustrnents to reconcile net income 1o net cash provided by (used in)
operating activities:
Net losses (gains) on other non-trading financial instruments {62) 1 {61}

The following tables summarize the effect of the restatament on IFC's consolidated balance sheetl for the years ended June 30, 2007 and
June 30, 2006 presented in these consoclidated financial statements (US $ millions):

As of June 30, 2007

As previously
reportad Adiustments As Restated
Balance Sheet:
Assets
Loans $ 12,744 b {94) $ 12,650
Net loans 11,912 {94) 11,818
Debt securities 655 78 733
Total investments 15512 {16) 15,796
Derivative assets 1,086 65 1,151
Total assets 40,550 49 40,599
Liabilities
Derivative liabilities 1123 162 1,285
Total liabilities 26,420 162 26,582
Capital
Accumulated other comprehensive income 436 [ 442
Retained earnings 11,329 {119) 11,210
Total capital 14,130 {(113) 14,017
Total liabilities and capital 40,550 49 40,599
As of June 30, 2008
As previously
reporied Adjustments As Resiated
Balance Sheet:
Assefs
Debt secunities $ 206 $ 56 3 262
Total investments 12,731 56 12,787
Derivative assets 1,128 Iy 1,199
Total assets 38,420 127 38,547
Liabilities
Derivative liabilities 1,288 62 1,350
Total liabilities 27,344 62 27,406
Capitat
Accumulated other comprehensive income 1 56 57
Retained samings 8,711 9 8,720
Total capital 11,076 65 11,141
Total liabiliies and capital 38,420 127 38,547
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NOTE Y - SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)

The following tables present the salected quarterly financial data for the years ended June 30, 2007 and June 30, 2006, as restated {US $

millions}:
Year ended Jung 30, 2007
Three menths ended !
v September December March June Tolal
2008 2005 2007 2007 2007
Interest and financial fees from loans and debl securities $ 237 9§ 296 3§ 266 % 276 $ 1075
Income from liquid asset frading activities 246 11 202 59 618
Charges on borrowings {193) {205) (201} (200) {801)
Income from equity investments 657 1,100 240 309 2,306
{Provision for) release of provision for losses on feans
and guarantess 49 {20) 22 {8) 43
Other income 17 24 23 35 99
Other expenses {119} {130) (126} {130} {505)
Expenditures for advisary services (22) an (20} (37) {96)
Expenditures for performance based grants - - - - -
Expenditures for grants to IDA - - {150} - (150)
Net {losses} gains on other non-trading financial instruments 30 621 7 (67} {99)
Net income $ 900 $£ 1090 & 263 § 237 $__24900
Y ded June 30, 2006
Three months ended !
September December March June Toial
2005 2005 2006 2006 2006
Interest and financial fees from loans and debt securities 3 196 § 21§ 204§ 196 3 807
Income from liquid asset trading activities 139 121 73 111 444
Charges on borrowings {125) {142) {157} {179) {603)
Income from egquily investments 33 412 276 209 1,228
{Provision for)} release of provision for losses on loans
and guarantees 18 {4) 29 (58) {15)
Otherincome 23 30 20 36 109
Other expeanses {133} {128) {121} (89} (471)
Expenditures for advisory services (19) {11) (8} (17) {55)
Expenditures for performance based grants - - - (35) {35)
Expenditures for grants to IDA - - - - -
Net {losses) gains on ather non-trading financial instruments (5) {(36) {86} (18} {145)
Net income § ___ 425 S___45) § 230 % 156 i 1264

The following tables summarize the effect of the restatement on {FC's consolidated income statement for each of the quarters in the year

ended Juna 30, 2007 (US § millions):

Thres months ended September 30, 2006

As previously
repored Adiustments As Restated
Other income
Foreign cumrency transaction {losses) gains on non-rading activities H 1 3 ) 3 -
Tatal other income 18 {1) 17
Other expenses
Foreign cumrency transaction {losses) gains on non-trading activities - 1 1
Total other expenses {120) 1 {119}
Net {losses) gains on other non-trading financial instruments 55 {25) 30
Netincome 925 {25) 900
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Three manths ended December 31, 2006

As praviously
reported Adjustments As Restatad
Other income
Foreign currency transaction (losses) gains on non-trading activities $ 6 3 )] 3 -
Total other income 30 {6} 24
Cther expenses ’
Foreign currency transaction {losses) gains on non-trading activities - 2 2
Total other expenses {132) 2 {130y
Net {losses) gains an other non-trading financial instruments 15 {88) (69)
Net income 1,182 {92} 1,090
Three months ended March 31, 2007
As previously
reported Adjustmants As Restated
Other incoma
Foreign currency fransaction {losses} gains on non-trading activities $ 5 $ {5} 3 -
Total other income 28 {5} 23
Other expenses
Foreign currency transaction (losses) gains on non-trading activities - {2} (2}
Total other expenses {124} {2} (126}
Net {losses) gains on other non-trading financial instruments {2) 9 7
Nelincome 261 2 263
Three months ended June 30, 2007
As praviously
reported Adjustments As Restated
Other income
Foreign currency transaction (losses} gains on non-rading activilies 3 5 $ {5) $ -
Total other income 40 {5} 35
Other expenses
Foreign currency transaction {fosses} gains on non-trading activities - (6} [G)]
Total other expenses {124) {6} {130}
Net (losses} gains on other non-trading financial instrumenis {65) (2} (67)
Netincome 250 {13} 237

Tha following tables summarize the efiect of the restatement on IFC's consolidated income statement for each of the quarters in the year

ended June 30, 2006 (US $ millions):

Three months ended Septernbrer 30, 2005

As praviously
reported Adjustments As Rastated
Other income
Foreign currency transaction {losses) gains on non-trading activities 3 3y § 3 § -
Total other income 20 3 23
Other expanses
Foreign cumency transaction (losses) gains on non-trading activities - {3) {3)
Total other expenses {130} (3) {133)
Net {losses) gains on other non-trading financial instruments (8) 3 (5)
Net incormne 422 3 425
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Thres months ended December 31, 2005

As previously
reported Adiustments As Restated
Other income
Foreign currency transaction (losses) gains on non-trading activities $ 3 3 (3} $ -
Total other income i 33 (3) 30
Other expenses
Foreign cumrency transaction {losses) gains on non-trading activities - 3 3
Total other expenses {131) 3 (128)
Net {losses} gains on other non-trading financial instruments (46) 10 {386)
Netincame 443 10 453

Thres months ended March 31, 2008

As previously
reported Adjustments As Restated
Other income
Fareign currency transaction {losses} gains on non-trading activities $ 6 $ {6} $ -
Total other income 26 {6} 20
Other expenses
Foraign currency transaction {losses} gains on non-trading activities - [} 4]
Total other expenses {127) 6 {121}
Net {losses} gains on other non-trading financial instruments (73) {13} {88)
Netincome 243 {13} 230

Thres months ended June 30, 2006

As previously
reported Adjusiments As Resiated
Net {losses) gains an other non-trading financial instruments $ I (14) $ (18}
Netincome 170 (14) 156
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@ @ E %%EQ Delaitte & Touche LLP

Suite 500

535 12th Street NW
Washingtan, DC 20004-1207
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Fox: 41 202 8792 530%
v delnitte com

INDEPENDENT AUDITORS® REPORT

President and Board of Governors
international Finance Corporation

We have audited the accompanying consolidated balance sheets ol the International Finance Corporation
as of June 30, 2007 and 2006, including the consolidated statement of capital stock and voting power as
of June 30, 2007 and the related consolidated statemenis of income. comprehensive income, changes in
capital, and cash flows for each of the three Escal years in the period ended June 30, 2007. These
consolidated financial statements are the responsibitity of the International Finance Corporation’s
management. Our responsibility is to express an opinion on these consolidated financial statements based
on our audits,

We conducted our audits in accardance with auditing standards generally aceepted in the United States of
America. Those standards require that we plan and pertorm the audit to obtain reasonable assurance about
whether the consolidated financial statements are free of material misstaternent. An audit includes
consideration of internal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the International Finance Corporation’s internal control over financial reporting. Accordingly. we express
no such opinion. An aundit also includes examining, on a test basis, evidence supporting the amounts and
disclosures in the consolidated financial statements, assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that cur audits provide a reasonable basis for our opinion.

in our opinion, such consolidated financial statements present tairly, in all material respects, the financial
position of the International Finance Corporation as of June 30. 2007 and 2006, and the resulis of its
operations and its cash flows for cach of the three fiscal vears in the period ended June 30, 2007 in
conformity with accounting principles gencrally accepted in the United States of America.

As discussed in Note A to the consolidated financial statements, during the year ended June 30, 2007, the
International Finance Ceorporation adepted SFAS No. 158, Emplovers' Accaunting for Defhned Benefit
Pension and Other Postretivement Ploans. -

As discussed in Note X to the consolidated financial statements, the accompanying consolidated financiat
stalements have been restated.

Ndotte ~ Toeche e v

August 2, 2007 (February 11, 2008 as to the effects of the restatemuent discussed in Note X)

A

Member of
Deloitte Touche Tohmatsu



INTERNATIONAL FINANCE CORPORATION

CONSOLIDATED CONDENSED BALANCE SHEETS

as of September 30, 2007 {unaudited) and June 30, 2007 (unaudited)

(US$ millions)

September 30 June 30
{As restated)

Assets

Cash and dus From DANKS ..ot sttt et bt s e sttt B 343 $ 382
Time deposits .. 5115 4,979
Trading secunhes 13,549 14,297
Securiies purchased under resale agmements 49 230

lnvestments - Note C
Loans (329 - September 30, 2007 and $0 - June 30, 2007 at fair value) {net of
reserves against losses of $861 - September 30, 2007 and $832 - June 30, 2007) ... ... 12,566 11,818
Equity investments ($5,585 - September 30, 2007 and $0 - Juna 30, 2007 at falr va!ue) 7,530 3,245
Debt securities ...........cceeennin pee . 1,152 733
Tolal INVESIMENIS ... e e e e e e e 21248 15,796

DErivalive BSSBES ......ocoiiiec ettt e e e et e e SR e EE e 1,404 1,151
Recaivables and OHer 8SSEIS ... v et et et ees e e et s e b sem eme s reneee 3638 3,764

TotAl @SELLS ..o e e 40,344 s 40599

Liabilities and capital

Liahilities
Securities sold under re purchase agreaments and payable
for cash collateral received . FO U PP PPN 6,248 $ 4973

Borowings outstanding
From market scurces (316,197 - Saptember 30, 2007 and
$0 - June 30, 2007 at fair valua) ... 16,468 15,817
From Intemational Bank for Reoonstrucuon and Developmant
Yotal borowings ..

16.529 15.879

Derivative BADIIHES ........... oot seete s e e e seee e st it bt et e ebes ssabs shreare sest e meneenete 1,117 1,285

Payables and other Habiliies ...........ooviveem oo e e e cre et res e vrass et e sea s srntrnnes 2,666 4,445

Total TADINGAS ...t b e e et e e 26.560 26,582

Capital
Capital stock, authorized 2,450,000 shares of $1,000 par value each
Subscribed .. s 2,366 2,366
Less: Porhon not yet pald .
Total capital stock .. 2,365 2,365

Accumulated other COmpPrenensive INCOME .............c..ooevivie e ctre e s e i e 4,153 442
REMAING BAMINGS ... e e et et et e et et s b ent s et abs s rareser e 12,266 11,210

TOMA) CAPIHAL ... e et e e 18,784 14017

Total liabilities and capital ... B 45 344 S 40599

The notes to consolidated condensed flinancial statements are an integral part of these statemnents.
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INTERNATIONAL FINANCE CORPORATION

CONSOLIDATED CONDENSED INCOME STATEMENTS

for each of the three months ended September 30, 2007 (unaudited) and September 30, 2006 (unaudited)

(US$ millicns)
2007 2008
(As restated)
Interest and financial fees from loans and debt SECURLIES ............c..ocerrcremice e i 295 $ 237
Income from liquid asset trading activities - Note B ... 253 246
Changes ON BOMTOWINETS ...covvie oot oot ettt b s 1AL 1 T 1 b ab s e st r (205) {185)
Income from equity investments « NO18 E ..o o e 484 657
{Provision for} release of provision for losses on loans and guarantees - Note C.............. {21) 49
' Income from loans, equity investments, debt securities and liquid asset
| trading activities after (provision for) release of provision for losses on loans
| ANG GQUAFATEERS ...ttt e st e st s en e st s 806 994
| Other income
BOIVIOE TEES 1oiviveirrverirvrris sescame s soenscasmes esra seeseas emtens meanies e sr s seas a1t e et e et seren 14 1"
Other ... oo 10 6
TOtal OLREE INCOIMIB ...t e st e ey et sasr e e s b abb b s bebs st s bbb s e ne e nmis 24 17
Other expenses
| Administrative expenses 138 117
' Expensa from pension and other pesiretirement benefit plans ... - 3
|
Foreign currency transaction losses (gains) on non-trading activities . 27 1)
i [0 14T OO 3 -
Total other eXpenses .............cccereeens e . 168 119
Income before expenditures for advisory services and net {losses) gains
on other non-trading financial instruments accounted for at fair value ... 662 892
Expenditures for advisory 56rvicas - NOte H ... s st s {35) (22
Income after expenditures for advisory services and kefore net (losses) gains
on other non-trading financial instruments accounted for at fair vatue ._...................... 627 870
Net (losses) gains on other non-trading financial instrumants accounted for at fair value - Note F (8) 30
NEL IMEOME Lovevritirvrrneoisrtamriesesesrs e emsemeesnssseeees e sbs st s ameaees s eesaes e sere s semn s et ser e onsmes sesets srssmssmneensbeens b 621 $ 900

The notes to consolidated condensed financial statements are an integral part of %:ese statements.
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INTERNATIONAL FINANCE CORPORATION

CONSOLIDATED CONDENSED STATEMENTS OF
COMPREHENSIVE INCOME

for each of the three maonths ended September 30, 2007 (unaudited) and September 30, 2006 (unaudited)

(US$ millions)
2007 2008
(As restated)
NEE ENCOMMIB ..ottt e st s et b st ecs kb et bbbt et bt bttt snr e s 621 $ 900
Other comprehensive income {loss)
Unrealized gains an debl securities accounted for as available-for-sale...............ccoovevcreene. 28 4
Unrealized gaing on equity invesiments accounted for as availablefor-sale........................ 758
Unrecogrized net actuarial gains and
unracognizad prior service credils onbenefitplans ... 1 -
Total comprehensive income s e e et e e s e s 1409 | F— "

The notes 10 consolidated condensed financial statements are an integrat pan of these statemanis.
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INTERNATIONAL FINANCE CORPORATION

CONSOLIDATED CONDENSED STATEMENTS OF
CHANGES IN CAPITAL

for each of the three months ended September 30, 2007 (unaudited) and September 30, 2006 (unaudited})

(US$ millions)

Retained eamings

Undesignated at

Accumulated
other

cumprehenswa

income

{As restated) ( restated (As restated) {As restated}

At June 30,2007 ... $ 10,604 $ 606 $11,210 $ 442
Cumulative effect of adoption of
SFASNo. 157 -Note L ......ooovvins 2,925
Cumnulative effect of adoption of
SFAS No.159-Note L ........coevvnes 435 435 {2}
At June 30, 2007 after cumulative
effact adjustments ... $ 11,039 § 606 $11,645 $ 3,365
Three menths ended September 30, 2007
Netincome ........cccoveevicenniiniinnininin 621 621
Other comprehensive incoma ............ 788
Expenditures against designated
retained eamings - Note H ..........., 35 (35)
Daesignations of
retained earnings - Nota H ....._..... {370} 379
At September 30, 2007 ... 4 11,325 § 941 $12266 $ 4,153
AtJune 30,2008 ... $ 7868 §% 852 $8720 § 57
Three months ended September 30, 2006
Netincome ..... 900 900
Other comprehensive income 4
Expenditures against designated
retained eamings - Note H ............ 22 {22) -
At September 30,2006 ...................... $___B790 $ 830 $49620 § f1

1 Capital stock includes payments received on account of pending subseriptions.

Capital

stock 1 ofal i
{As restated) {As restated!

$ 2365 $ 14,017
2925

—_ —43
$ 2365 $ 17375
621

788

£_2365 518784
s 2364 $ 11,141
900

4

2364 512045

The rotes to consolidated condensed financial statements are an integral part of these statements.
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INTERNATIONAL FINANCE CORPORATION

CONSOLIDATED CONDENSED STATEMENTS OF CASH FLOWS

for the three months ended September 30, 2007 (unaudited) and September 30, 2006 {(unaudited)

(US$ millions)
2007 2006
{As restated)
Cash flows from loans and equity investment activities
LOBN ISHUMSBMENES ...t e eerer e e sesems e eet st mrea b am s bt ad e bt erraeae ot saE e e dmmerns ar bt pents D {1,229} $ {1,120)
Equity dishursements .... . {427} (179)
Investments in debt securities .. {388} {7
Loan repayments ..o 559 477
Sales of equity mvestmenls 502 704
Sales of debt securities . 20 -
Net cash used in investing activities {963) {195)
Cash flows from financing activities
Drawdown of borrowings ... . 938 697
Repayment of borrowings .. - {529} (83}
Net cash provided by fmancmg activities —_ 409 614
Cash flows from operating activities
Net income . 621 900
Adjustments to reconcna net |ncome to net cash prowded (used |n) by operallng acu\ntleS'
Realized capital gains on equity SAIES ... e e (380} {554)
Unrealized gains on equity investments at fair value ................ (19) -
Income from invastments accounted for under the equity method - (10}
Equity investment impaimaent write<downs .............. 15 12
Provision for {release of) provision for losses on Ioans and guarantees 21 (49)
Foreign currency transaction losses (gains} on non-trading activities . 27 {1}
Net losses {gains) on othar non-rading financial instruments accounted for at fa:r value... . ] (30}
Changs in accrued income on loans, time deposns and securilies . {83) 165
Change in payables and other (iabilities . {1,056) 1,797
Change in receivablas and other assets . . {530) {423}
Change in trading securifies arxl securities purchased and sold under
resale and repurchase agreements .. 2.045 (2.053)
Met cash provided by {used in) operatmg ac‘tlvhnes 657 {248)
Change in cash and cash equivalents ... . 103 173
Effect of exchange rate changes on cash and cash equwalen S {(6) (1)
Net change in cash and cash equivalents ... . 97 162
Beginning cash and cash @QUIVAIBNLES _................coe et ettt s tes s esae st st rssbenaen £.361 3118
Ending cash and cash equivalants ... e e oo Bomemee O AGR S 3280
Composition of cash and cash equivalents
Cash and due from banks .. OSSOV 1 343 3 265
Time deposits .. . 5115 3013
Total cash and cash eq uivalen‘ts .- 5458 s 3280
Supplemental disclosure
Change in ending balancas resuiling from exchange rate fluctuations:
Loans outSIENGING ..o it i e .3 {134} 3 28
BOMOWINGS ... . 402 {47}
Charges an barrowings paid, NEE ... s s e e 180 132

The notes to consolidated condensed financial statements are an integral part of these statements.
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INTERNATIONAL FINANCE CORPORATION

NOTES TO CONSOLIDATED CONDENSED FINANCIAL
STATEMENTS (UNAUDITED)

PURPOSE

The intemational Finance Corporation {IFC), an intermational organization, was established in 1956 o further economic development in its
member countrias by encouraging the growth of private enterprise. IFC is a member of the World Bank Group, which also includes the
Intemational Bank for Reconstruction and Development (IBRD), the International Development Association (IDA), and the Muitilateral
Investment Guarantae Agency {MIGA). IFC's activities are dosely coordinated with and complement the overall development objectives of the
other World Bank Group institubions. 1FC, togethar with private invastors, assists in financing the establishment, improvement and expansion of
private sector enterprises by making loans and equity investments where sufficient private capital is not otherwise available on reasonable
terms. IFC's share capital is provided by its mamber countries. It raises most of the funds for its investrent activities through the issuance of
notes, bonds and other debt securities in the intemational capital markets. IFC also plays a catalylic role in mobilizing additional project funding
from other investors and lenders, either through cofinancing or through loan participations, underwritings and guarantees. In addition to project
financa and resource mobilization, IFC offers an array of financial and technical advisory servicas to private businesses in the developing world
to increase their chances of success. i also advises govemments on how o create an environment haspitable to the growth of private
enterprise and foreign investment.

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING AND RELATED POLICIES

The consolidated condensad financial statements include the financial statements of IFC and three variable interest enfities (ViEs) (see Note K}.
The accounting and reporting policies of IFC conform with accounting principles generally accepted in the United States of Amarica (US GAAP).

Consolidated condensed financial statements presentation — Certain amounts in the prior years have been reclassified to conform to the
current year's presentation.

The consolidated condensed financial statements are presented in a manner consistent with IFC's audited consolidated financial statements as
of and for the year ended June 30, 2007 and, in the opinion of the management, all adjusiments {consisting only of normal recurring accruals)
necessary for a fair presentation of the financial posifion and the results of operations for the interim periods have been made. The consolidated
condensed balance sheet as of June 30, 2007, included for comparative purposes only, is derived from those audited consolidated financial
statements. For furlher information, refer to the consolidated financial statlements and notes thereto included in IFC’s Annual Report for the fiscal
year endad June 30, 2007,

The results of operations for interim periods are not nacessarily indicative of results to be expected for the year ending June 30, 2008.

Use of estimates - Tha preparation of the consolidated condensed financial stalements requires management to make estimates and
assumplions that affect the reported amounts of assets and liabiliies and disclosure of contingent assets and liabilities at the date of the
consolidated condensed financial statements and the reported amounts of income and expense during the reporting periods. Actual results
coutd differ from these estimates. A significant degree of judgment has been used in the determination of: the adequacy of the reserve against
losses on loans and impairment of equity investments; estimated fair values of all derivative insirumants and related financial instruments in
qualifying hedging relationships; and net periodic pension incoma or expense. There are inherent risks and uncertainties related to IFC's
operations. The possibility exists that changing economic canditions could have an adverse effact on the financial pasition of IFC.

IFC uses internal models to determine the fair values of derivative and cther financial instruments and the aggregate level of the reserve against
losses on loans and impairment of equity investments. IFC undertakes continuous review and respecification of these models with the objective
of refining its estimates, consistent with evolving best practices appropriate to its operations. Changes in estimates resulting from refinements in
the assumptions and methodologies incorporated in the models are reflected in net income in the period in which the enhanced models are first
applied. See Note L for more information: on IFC's use of fair value measurements.

Fair Value Option and Fair Value Measurements — IFC adopted the Financial Accounting Standards Board's (FASB) Statemant of Financial
Accounting Standards (SFAS) No. 159, The Fair Value Option of Financial Assels and Financial Liabilities {SFAS No. 159 or the Fair Valus
Option} as of July 1, 2007 and elected to apply the Fair Value Oplion to the following financial assets and financial iiabilites existing at the time
of adoption and entered into during the three months ended September 30, 2007:
{i} direct equity investrnents in which IFC has significant influence and loans to such investees,
{ii) direct equity investments representing 20 percent or more ownership but in which IFC does not have significant influence and certain
investrnants in Limited Liability Partnerships (LLPs} and Limited Liability Corporations (LLCs} that maintain specific ownership accounts
and loans to such investees; and
{iii} all market borrowings, except for such borrowings having no associated derivative instruments.

The reasons for electing the Fair Value Option for these financial assets and financial liabiliies and more information about the adoption of
SFAS No. 159 are discussed in more detail in Note L.

IFC also adopted SFAS No. 157, Fair Value Measurements (SFAS No. 157) effective July 1, 2007, SFAS No. 157 defines fair value, astablishes
a framework for measuring fair value and a fair value hierarchy that prioritizes inpuls to valuation techniques used {0 measure fair value.
Pursuant to the adoption of SFAS No, 157, IFC now reports equity investments that are listed in markets that provide readily determinable fair
values at fair value, with unrealized gains and losses being reported in other comprehensive income. Further disclosures of fair value
measurements are provided in Note L.
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NOTES TO CONSOLIDATED CONDENSED FINANCIAL
STATEMENTS (UNAUDITED) .

Translation of currencies — Assels and liabiliies not denominated in United States dollars {US doilars or §}, other than disbursed equity
investments, are expressed in US dollars at the exchange rates prevailing at September 30, 2007 and June 30, 2007, Disbursed equity
invastments, other than those accounted for at fair value are expressed in US dollars at the prevailing exchangs rates at the time of
disbursement. Income and expenses are recorded based on the rates of exchange pravailing at the time of the transaction. Transaction gains
and losses are credited or charged to income.

Loans — IFC originates loans to facilitate project finance, restructuring, refinancing, corporate finance, andfor other developmental objectives.
Loans are recorded as assets when disbursed. Loans are generally carred at the principal amounts outstanding adjusted for net unamortized
loan origination costs and fees. It is IFC's practice to obtain collateral security such as, but not limited to, mortigages and third-party guarantees.
Effective Juty 1, 2007, certain loans are carried at fair value in accardance with the Fair Value Oplion as noted above (Note L).

IFC enters into loans with income participation, prepayment and conversion features; these features are accounted for in accordance with
Statement of Financial Accounting Standards {SFAS) No. 133, Accounting for Derivative Instruments and Hedging Activities as amended to the
extent they meet tha definition of a derivative and are not considered to be clearly and closely related to their host loan contracts.

Revenue recognition on kans — Interest income and commitment fees on loans are recorded as income on an accrual basis. Beginning in the
year ended June 30, 2006, IFC began amortizing net loan origination costs and fees over the astimated life of the originated loan to which the
fees relate. Prior to the year ended June 30, 2008, loan origination costs were expensed as incurred, and loan origination fees were recognized
as income when raceived. The net of loan origination fees and loan origination costs was considered insignificant. Prepayment fees are
recorded as income when received in freely convertible currencies.

IFC does not recognize income on loans where collectibility is in doubt or payments of interest or principal are past due more than 60 days
unless management anticipates that collection of interest will aceur in the near future. Any interest accrued on a loan placed in nonacerual status
is reversed out of income and is thereafier recognized as incorne only when the actual payment is received. Intarest not previously recognized
but capitalized as part of a debt restruchuring is recordad as deferred income, included in the consolidated condensed bafance sheet in payables
and other liabilittes, and credited to income only when the related principal is received, Such capitalized interest is considered in the
computation of the reserve against losses on loans in the consolidated condensed balance sheet.

Reserve against losses on loans — IFC recognizes impairment on ioans in the consolidated condensed balance sheet through the reserve
against losses on loans, recording a provision or release of provision for losses on loans in net income on a quarterly basis, which increases or
decreases the reserve against losses on loans. Individually impaired loans are measured based on the present value of expected future cash
flows fo be received, observable rmarket prices, or for loans that are dependent on collateral for repayment, the estimated fair value of the
collaterat,

Management determines the aggregate level of the reserve against losses on loans, taking into account established guidelines and its
assessment of recent portfolio quality trends. The guidelines include internal country and loan risk ratings, and the impairment potential of the
loan portfolio based on IFC's historical portfolio loss expenence on mature loans.,

The reserve against losses on loans reflects estimates of both probable losses already ideniified and probable losses inherent in the portfelio but
not specifically identifiabla. The determination of identified probable (osses represents management's judgment of the creditworthiness of the
borrower and is established through review of individual loans undertaken on a quarterly basis. IFC considers a loan as impaired when, based
on current information and events, it is probable that IFC will be unable to collect all amounts due according to the loan's contractual terms.
Unideniified probable losses ara the expacted losses over a three-year risk horizon, in excess of idenlified probable losses. The risks inherent in
the porifolio that are considered in determining unidentified probable losses are those proven to exist by past experience and include: country
systemic risk; the risk of comrelation or contagion of losses between markets; uninsured and uninsurable risks; nonperformance under
guazrantees and support agreemants; and opacity of, or misrepresentation in, financial statements.

Loans are written-off when IFC has exhausted all possible means of recovery, by reducing tha reserve against losses on loans. Such reductions
in the reserve are offset by recoveries associated with previously written-off loans.

Equity investments - IFC invests for current income, capital appreciation, developmental impact, or all three; IFC does not seek to take
operational, contralling, or strategic equity pasitions within its investees. Equily investments are acquired through direct ownership of equity
instruments of investees, as a limited partner in LLP and LLC, and/or as an investor in a private equity fund.

Revenue recognition on equity investments — Effective July 1, 2007, equity invastments which are listed in markets that provide raadily
deterrninable fair values are accounted for as available-for-sale securities at fair value with unreatized gains and losses being reported in other
comprehensive income in accordance with SFAS No. 115, Accounting for certain Investments in Debt and Equity Securities. As noted above
under “Fair Value Option and Fair Value Measurements®, also effective July 1, 2007, direct equity investments in which IFC has significant
influence, direct equity investments representing 20 percent or more ownership but in which IFC does not have sigrificant influence and certain
investments in LLPs and LLCs that maintain specific ownership accounts are accounted for al fair value under the Fair Value Option, Direct
equity investments in which IFC does not have significant influence {and prior to July 1, 2007 certain investments representing more than 20%
ownership) and which are not listed in markets that provide readily determinable fair values are camiad at cost less impairment.
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INTERNATIONAL FINANCE CORPORATION

NOTES TO CONSOLIDATED CONDENSED FINANCIAL
STATEMENTS (UNAUDITED)

Prior to July 1, 2007, IFC's investments in companies where it had significant influence and certain investments in LLPs and LLCs that maintain
specific ownership accounts were accounted for under the equity method.

IFC's investments in certain private equity funds in which IFC is deemed to be the Primary Beneficiary of a VIE, as the prasumption of control by
the fund manager or the general partner has been overcome, are fully consolidated into IFC's books. Certain aquity investments, for which
recovery of invasted capital is uncertain, are accounted for under the cost recovery method, such that receipts of freely convertible currencies
are first applied o recovery of invested capital and then to income from equity investments. The cost recovery method is principally applied to
IFC's investments in its oil and gas unincorporated joint ventures {UJVs). IFC's share of conditional asset retirement obligations related to
investmenis in UJVs are recorded when the fair value of the obligations can be reasonably estimated. The obligations are capitalized and
systematically amortized over the astimated economic useful lives.

Unrealized gains and losses on equity investments accounted for at fair value under the Fair Value Option are reporied in income from equity
investments on the consclidated condansed income statement. Linrealized gains and losses on equity investments listed in markets that
provide readily determinable fair values are reported in other comprehensive income.

Dividends and profit participations received on equity investments are generally recorded as income when received in freely convertible
currencies. Realized capital gains on the sale or redemption of eguity investments are measured against the average cost of the investments
sold and are generally recorded as income in income from equity invesiments when received in freely convertible cumencies or securities, which
are readily convertible into freely convertible currencies. Capital losses are recognized when incurred.

IFC enters into put and call option and warrant agreements in connection with equity investments; these are accounted for in accordance with
SFAS No. 133, Accounting for Derivative Instruments and Hedging Activitias as amended to the extent they meet the definition of a derivative.

Impairment of equity investments — Equity investments accounted for at cost less impairment are assessed for impairment each quarter.
When an impairment is identified and is deemad to be other than temporary, the equity investment is written down to the impaired value, which
becomes the new cost basis in the equity investment. Impairment losses are not reversed for subsequent recoveries in value of the equity
irmsastment until it is sold.

Debt securities — Debt securities in the investment portfolio are classified as available-for-safe and carried at fair value on the consolidated
condensed balance sheet with unrealized gains and losses included in accumulated other comprehensive income until realized. Interest on
debt securities is included in interest and financial fees from loans and deb{ securities on the consolidated condensed income statement.

IFC invests in certain debt securities with canversion features; these features are accounted for in accordance with SFAS No. 133, Accouriling
for Denvative Instruments and Hadging Activities as armended to the extent they meet the definition of a derivative.

Guarantees ~ IFC extends financial guarantee facilties to its clients to provide credit enhancement for their debt securites and trads
obligations. IFC offers partial credit guarantees to clients covering, on a risk-sharing basis, client obligations on bonds andfor loans. Under the
terms of IFC's guarantees, (FC agraes to assume responsibility for the client's financial obligations in the event of default by the client fi.e.,
failure to pay when payment is due}. Guarantees are regarded as issued when IFC commits to the guarantee. Guarantees are regarded as
outstanding when the underlying financial obligation of the client is incurred, and this date is considered to be the “inception” of the guarantee.
Guarantees are regarded as called when IFC's obligation under the guarantee has been invoked. There are two liabilities associated with the
guarantees: {1) the stand-ready obligation to perform and {2} the contingent liability, The stand-ready obligation to perform is recognized at the
inception of the guarantee unless a contingent liabilily exists at that time or is expected to exist in the near term. The contingent liability
assaciated with the financial guarantee is recognized when it is probable the guarantee will be called and when the amount of guarantee called
can be reasonably estimated. All liabilities associated with guarantees are included in payables and other liabilities, and the receivables are
includad in other assets on the consolidated condensed balance sheet. When the guarantees are called, the amount disbursed is recorded as a
new loan, and specific reserves against losses are established, based on the estimated probable loss. These reserves are included in the
reserve against losses on |loans on the consolidated condensed balance sheet. Guarantee fees are recorded in income as the stand-ready
obligation to perform is fulfilled, Commitment fees on guarantees are recorded as income on an accrual basis.

Designations of retained earnings — Beginning in the year ended June 30, 2004, IFC established funding mechanisms for specific purposes
through designations of retained earnings. In the year ended June 30, 2005, IFC established a funding mechanism for performance -based
grants (PBG) through a designation of retained eamings. Further, in the year ended June 30, 2006, IFC also designated retained earnings for
grants to IDA for use by IDA in the provision of grants fo further IFC's mandates in certain IDA member countries. Total designations of
retained eamings are determined based on IFC's annual income before expenditures against designated retained eamings and net gains and
losses on other non-trading financial instruments accounted for at fair value in excess of $150 million, and contemplating the financiat capacity
and strategic priorities of IFC.

Expenditures resulting from such dasignations are recorded as expenses in IFC’s consolidated condensed income statement in the year in
which they occur, also having the effect of reducing the respective designated retained earnings for such purposes, Expenditures are deemed
to have ocourred when IFC has ceded control of the funds to the recipient. If the recipient organization is deemed to be controlted by IFC, the
expenditure is deemed te have occurred only when the recipient organization expends the funds to a non-related party. On occasion, recipient
arganizations which are deemed to be controlled by IFC will acquire certain investment assets other than cash. These investments have had
no material impact on IFC's financial position, results of operations, or cash flows. In such cases, IFC indudes those assets on its
consolidated condensed balance sheet, where they remain untit the recipient organization disposes of or transfers the asset or IFC is deemed
to no longer be in confrol of the recipient organization, Investments resulting from such designations are recorded on IFC's consolidated
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condensed balance sheel in the year in which they occur, also having effect of reducing the respective dasignated retained earnings for such
purposes.

Liquid asset portfolio - IFC’s liquid funds are invested in government, agency and govemment-sponsored agency obligations, time deposits
and assel-backed, including mortgage-backed, securities. Govemment and agency obligations include long and short positions in highly rated
fixed rate bonds, notes, bills, and other obligations issued or unconditionally guaranteed by gevemmenis of countries or other official entities
intluding gavemment agencies and instrumentalities or by multilateral organizations. The liquid assst portfotio, as defined by IFC, consists of:
time deposits and securities; related derivative instruments; securities purchased under resale agreements, securities sold under repurchase
agrasments and payabte for cash collateral received; receivablas from sales of sacurilies and payables for purchases of securities; and related
accrued income and charges.

Sacurities and related derivative instruments within IFC's liquid asset porffolio are classified as trading and are carried at fair value with any
changes in fair value reported in income from liquid asset trading activities. Interest on securities and amortization of premiums and accretion of
discounts are also reported in income from liquid asset trading activities,

IFC classifies cash and due from banks and time deposits {collectively, cash and cash equivatents} as an element of liquidity in the consolidated
condensed statement of cash flows because they are generally readily converiible to known amounts of cash within 90 days of acquisition.

Repurchase and resale agreements — Repurchase agreements are contracts under which a party sells securities and simultaneously agrees
to repurchase the same securilies at a spacified fulure date at a fixed price. Resale agreements are confracts under which a party purchases
securities and simultaneously agrees to resell the same securities at a spedified future date at a fixed price.

It is IFC's policy to take possession of securifies purchased under resale agreemants, which are primarily liquid govemment securiies. The
market value of these securities is monitored and, within parameters defined in the agreements, additipnal collateral is obtained when their value
dedines, {FC also monitors its exposure with respect to securities sold under repurchase agreements and, in accordance with the terms of the
agreaments, requests the retum of excess securities held by the counterparty when their value increasaes.

Repurchase and resale agreements are accounted for as collateralized financing transactions and recorded at the arnount at which the
securities were acquired or sold plus accrued interest.

Borrowings ~ To diversify its access to funding and reduce its borrowing costs, IFC borrows in a variety of currencies and uses a number of
bommowing structures, including foreign exchange ratedinked, inverse floating rate and zero coupon notes. Generally, IFC simuitaneously
converts such borrowings into variable rate US dollar borrowings through the use of currency and interest rate swap transactions. Under certain
outstanding borrowing agreements, IFC is not permitted to mortgage or sllow 2 lien to be placed on its assets (other than purchase money
security interests) without extending equivalent security to the holders of such borrowings.

Effective July 1, 2007, substantially all borrowings are carried at fair vale under the Fair Value Option with changes in fair value reported in net
gains and lossas on other non-trading financial instruments accounted for at fair value on the consolidated candensed income statement

Prior to July 1, 2007, where borrowings were part of a designated hedging relationship employing derivative instruments, the carrying amount
was adjusted for changes in fair value attributable {o the risk being hedged. Adjustments for changes in fair value attributable to hedged risks
were reported in net gains and losses on other non-trading financial instruments accounted for at fair value in the consolidated condensed
income statement, Interest an borrowings and amortization of premiums and accration of discounts are reported in charges on borrowings. Al
other borrowings were recorded at the amount repayable at maturity, adjusted for unamortized premiums and unaccreted discounts,

Risk management and use of derivative instruments - IFC enters into transactions in various derivative instruments for financial risk
management purpoeses in connaction with its principal business activities, including lending, client risk management, borrowing, liquid asset
portfolio management and assat and Hability management.

All derivative instruments are recorded on the consolidated condensed balance sheet at fair value as derivative assets or derivative Jiabilities.
Where they ara not clearly and closely related to the host contract, certain derivative instruments embedded in loans, equity invesimeants, and
markat borrowing transactions entered into on or afler January 1, 1999, are bifurcated from the host contract and recorded at fair value as
derivative assets and liabiliies. The value at inception of such embedded derivatives is excluded from the carrying value of the host contracts
on the consolidated condensed balance sheet. Changes in fair values of derivative instruments used in the liquid asset portfolio are recorded in
incoma from liquid asset trading activities. Changes in fair values of derivative instruments other than those in the liquid asset portfolio
management activities are recorded in net gains and losses on other non-trading finandial instruments accounted {or at fair value.

Prior to July 1, 2007, subject to certain spedific qualifying conditions in SFAS No. 133, as amended, a derivative instrument may have been
designated either as a hedge of the fair value of an asset or liability {fair value hedge), or as a hadge of the variability of cash flows of an asset
or liability or forecasted transaction {cash flow hedge). For a denvative instrument gualifying as a fair valua hedge, fair value gains or losses on
the derivative instrument were reported in net gains and losses on other non-trading financial instruments accounted for at fair value, togethgr
with offsetting fair value gains or losses on the hedged item that are attributable 1o the risk being hedged. For a derivativa instrument qualifying
as a cash flow hedge, fair valuea gains or iosses associated with the risk being hedged are reported in other comprehensiva income and released
to nat income in the period(s) in which the effect on net income of the hedged item is recorded. Fair value gains and losses on derivative
instruments not in the liquid asset portfolio and not qualifying as a hedge weare reparted in net gains and losses on other non-trading financial
instruments accountad for at fair value.
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Prior o July 1, 2007, IFC designated cartain hedging relationships in its barowing activities as fair value hedges. IFC generally matched the
tarms of its derivatives with the terrns of the specific underlying borrowing hedged, in terms of currencies, maturity dates, reset dates, interest
rates, and other features. However, the valuation methodologies applied to the derivative and the hedged financial instrument differed. The
resulting ineffectiveness calculated for such relationships was recorded in net gains and losses on other non-trading financial instruments
accounted for at fair value in the consolidaled condensed income statement.

IFC has not designated any hedging relationships as cash flow hedges and subsequent o June 30, 2007, IFC has not designated any hedging
relationships as fair valua hedges.

Tha risk management policy for each of IFC's principal business aclivities and the accounting policies particular to them are described below.

Lending activifios 1IFC's policy is to closely match tha currancy, rate basis, and maturity of its loans and bomowings, Derivative instruments are
used fo convert tha cash flows from fixed rate US dollar or non-US dollar loans into variable rate US dollars. IFC has elected not to designate
hedging relationships for all lending-related derivatives.

Client risk management aclivities IFC enters into derivativas transactions with its clients to help them hedge their own currency, interest rate, or
commoadity risk, which, in tum, improves the overall quality of IFC’s loan portfolic. To hedge the market risks that arise from these transactions
with dlients, IFC enters into offsetting derivative transactions with matching terms with authorized market counterparies. Changes in fair valua
of all derivatives associated with these activiies are reflected curently in net incoma. Fees and spreads charged on these transactions are
recorded in other faes in the consolidated condensed income statement on an accrual basis.

Borrowing activities IFC issues dabt secunties in various capital markets with the objectives of minimizing its borrowing costs, diversifying
funding sources, and developing member countries’ capital markets, sometimes using complex structures. These structures indlude bomowings
payable in multipte currencies, or borfowings with principal and/or interest determined by reference to a specified index such as a stock market
index, a reference interest rate, a commadity index, or one or more foreign exchange rates. IFC uses derivative instruments with matching
terms, primarily currency and interest rate swaps, to convert such borrowings into variable rate LIS dollar obligations, consistent with (FC's
matched funding policy. Prior to July 1, 2067 IFC designatad the majarity of derivatives assodated with borrowing activities as fair value hedges
of the underlying borrowings. There were a small number of fair valuedike and cash flowdike hedging lransactions for which no hedge
refationships were designated. Effeclive July 1, 2007, IFC elected to camy at fair value, under the Fair Value Option, all market borrowings for
which a derivative instrument is used to create a fair valuedike or cash flow-like hedge relationship. Changes in the fair value of the bomowings,
carried at fair value, and the matching derivatives are both recognized in earnings as those changes ocour. Those items are no lomger
designated as hedges subsequent to June 30, 2007.

Liquid asse! portfalio management aclivities IFC manages the interest rate, currency and other market risks associated with certain of the time
daposits and securities in its liquid asset portfolio by entering into derivative fransactions to convert the cash flows from those instruments into
variable rate US dollars, consistent with IFC's matched funding policy. The dervative instruments used include short-term, over-the-counter
foreign exchange forwards {covered forwards), interest rate and currency swaps, and exchange-traded interest rate futures and options. As the
entire liquid asset portfolio is classified as a trading portfolio, all securifies {including derivatives) are camied at fair value with changes in fair
valug reported in income from liquid assets. Prior to July 1, 2007, no hedging relationships had been designated.

Asset and liability management In addition to the risk managed in the contexd of its business activities detailed above, IFC faces residual market
risk in its overall asset and liabilty management. Residual curency risk is managed by monitoring the aggregate position in each lending
currency and reducing the net excess asset or liability position through spot sales or purchases. Interest rate nsk due to reset date mismatches
is reduced by synchronizing the reset dates on assets and liabilities and managing overall interest rate risk on an aggregate basis. Interest rate
risk arising from mismatches due to writedowns, prepayments and reschedulings, and residual reset date mismatches is monitored by
measuring lthe sensitivity of the present value of assets and liabilities in each currency to each basis point change in interest rates.

IFC monitors the cretlit risk associated with these aclivities by careful assessment and monitoring of prospaciive and actual dients and
counterparties. In respect of liquid assets and derivatives transactions, credit risk is managed by establishing exposure limits based on the
credit rating and size of the individual counterparty. In addition, IFC has entered into master agreements goveming derivative transactions that
contain close-out and netting provisions and collataral arrangements. Under these agreements, if IFC’s credit exposure to a counterparty, on a
mark-to-marke! basis, exceeds a specified level, the countarparty must post collateral to cover the excess, generally in the form of liquid
government securities.

Loan participations — IFC mobilizes funds from commercial banks and other financial institutions {Participants} by facilitating loan
participations, without recourse, These loan participations are administered and serviced by IFC on behalf of the Participants. The disbursed
and outstanding balances of loan partidpations that mest the applicable accounting criteria are accounted for as sales and are not induded in
IFC's consolidated condensed balance sheat. All other loan participations are accounted for as secured borrowings and are included in loans on
IFC's consolidated condensed batance sheet, with the relaled secured bomowings included in payables and other liabiliies on IFC's
consolidated condensed balance sheet,

Pension and other postretirement benefits — IBRD has a defined benefit Staff Retirement Plan (SRP), a Retired Staff Benefits Plan (RSBP)
and a Post-Employment Benefits Plan {PEBP) that cover substantially all of its staff members as well as the staff of IFC and of MIGA.

The SRP provides regular pension benefits and includes a cash balance plan. The RSBP provides certain health and life insurance benefits to
eligible refirees. The PEBP provides pension benefits administered outside the SRP. All costs assotiated with these plans are altocated
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betwaen IBRD, IFC, and MIGA based upon their employees’ respective participation in the plans. [n addition, 1IFC and MIGA reimburse IBRD for
their share of any contributions made to thesa plans by IBRD.

The net periadic pension and other poslretirement benefit income or expensa allocated to IFC is included in income or expense from pension
and other postratirement benefit plans in the consolidated condensad income statement. IFC includes a receivable from IBRD in receivables and
other assets, representing prepaid pension and other postretirement benefit costs.

Variable Interest Entities — In January 2003, the FASB issued FASB Inferprelation No. 48, Consafidation of Vanable Inferest Entities - an
interpretation of ARB No. 51 (FIN 46). During December 2003, FASB replaced FIN 46 with FASB Intepretation Mo. 46, Consofidation of
Variable interast Entities - an interprotafion of ARB No. 51 (FIN 46R)}. FIN 46 and FIN 46R define certain VIES and reguire parties to such
enlitiss to assess and measure variable interests in the VIEs for the purpose of detarmining possible consolidation of the VIEs. Variable
interests can arise from financial instruments, service contracts, guarantees, laases or other arrangements with a VIE. An entity that will
absorb a majority of a VIE's expected losses or expected residual retums is deemed ta be the primary beneficiary of the VIE and must include
the assets, liabiliies, and results of operations of the VIE in its consolidated condensed financial statements.

IFC has a number of investments in VIES which it manages and supervises in a manner consistent with other portfolio investments, Note K
provides further details regarding IFC's variable interests in VIEs.

Accounting and financial reporting developments — During the year ended Juna 30, 20086, IFC changed its accounting principle with respact
1o the amortization of loan origination fees and loan origination costs. Prior to the year ended June 30, 2008, the net of loan origination fees and
costs was considered to be insignificant. Beginning in year ended June 30, 2006, IFC began amortizing loan origination fees and costs on an
effective yield basis.

During the year ended June 30, 2006, the FASB issued SFAS No. 155, Accounting for Certain Hybrid instruments - an amendment of FASB
Statements Nos. 133 and 140 {(SFAS No. 155) and SFAS No. 1568, Accounting for Servicing of Financial Assets - an amendmen! of FASE
Statement No. 140 (SFAS No. 156). Both SFAS No. 155 and SFAS No. 156 are effective for fiscal years beginning after September 15, 20086,
which would be the year ending June 30, 2008 for IFC. The adoption of SFAS No. 155 and SFAS No. 156 did not have a material impact on
the financial posilion, resulls of operations or cash flow of IFC.

In Seplember 2006, the FASB issued SFAS No. 158, Emplayers’ Accounting for Definad Benefil Pension and Other Postratirement Plans
{SFAS No, 158). SFAS No. 158 requires employers to recognize on their balance sheet the funded status of their defined benefit
postretirament plans, measured as the difference between the fair vatue of plan assets and the benefit obligations, and to recognize as part of
Other Comprehensive Income the gains and losses and prior service costs or cradits that anse during the period to the extent they ara not
recognized as components of the net periodic benefit cost. Additionally, upon adoption, SFAS No. 158 raquires the unrecognized net actuanal
gain or loss and the unrecognized prior service cost to be recognized in Accumulated Cther Comprehensive Income and that these amounts
be adjusted as they are subsequenily recognized as components of net periodic benefit cost, based upon the cument amortization and
rgcognition requirements of SFAS No. B7, Employers’ Accounting for Pensions {SFAS No. 87) and SFAS No. 108, Employers’ Accounting for
Postretirement Banafits {SFAS No. 106}, SFAS No. 158 was adopted in IFC's consolidated financial statements as of June 30, 2007,

In November 2006, the FASB ratified the consensus reached by the Emerging !ssues Task Force {EITF) on Issue No. 06-9, Reporting a
Change in (or the Elimination of) a Previously Existing Difference Betwsan the Fiscal Year-End of @ Parent Company and That of a
Consolidated Entity or Between the Reporting Period of an investor and Thaf of an Equity Methad Investee (EITF 06-8). EITF 06-9 is effective
for IFC beginning on January 31, 2007. The adoption of EITF No. 08-9 did net have a malterial impact on the financial position, results of
operations or cash flow of IFC.

In June 2007, the American institute of Certified Public Accountants (AICPA} issued Statement of Position No. 07-1 [SOP No 07-1),
Clarification of the Scope of the Audit and Accounting Guide Investment Companies and Accounting by Parent Companies and Equily Method
Invastors for Investments in Investment Companies. SOP No. 07-1 provides guidance for determining whether an entity is within the scope of
the AICPA Audit and Accounting Guide for Investment Companies {the Guide). Invesiment Companies that are within the scope of the Guide
raport investments at fair value. On October 17, 2007, FASB decided to defer indafinitely the effective date of SOP No. 07-1. IFC continues o
evaluate the provisions of SOP No, 07-1.

In addition, during the three months ended September 30, 2007, the FASB issued and/or approved varicus FASB Staff Positions, EITF Issues
Notes, and other interpretative guidance related to Statements of Financial Accounting Standards and Accounting Prnciplas Board (APB}
Opinions. IFC analyzed and implemented the new guidance, as appropriate, with no material impact on efther the financial position, resuits of
operations or cash flows of IFC.
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NOTE B - INCOME FROM LIQUID ASSET PORTFOLIO

Incormne from the liquid asset trading portfolio for the three months ended September 30, 2007 and 2006 comprise {US$ millions):

2007 2008
Interest income $, 172 3 189
Net gains {losses) on trading activities:
Realized {16) {18)
Unrealized 82 83
Net gains on trading activities 66 45
Foreign currency transaction gains 15 2
Total income from liquid asset portfolio § 253 S 246
NOTE C - INVESTMENTS
Investments at September 30, 2007 and June 30, 2007 comprise of the following (US$ millions).
September 30, 2007 June 30 2007
Loans
Loans at amortized cost 3 13,398 $ 12850
Less: Reserve against losses on [oans {861} {832)
Net loans 12,637 11,818
Loans at fair value (outstanding principal balance $30 - Seplember 30, 2007, $0 - June 30, 2007} 29 -
Total Loans 12566 11818
Equity investments
Equity investments at cost less impairment 1,945 2,699
Equity mathod investments {cost 30 - September 30, 2007, $265 - June 30, 2007) - 546
Equity investments accounted for at fair value as available-far-sale
{cost $914 - Septernber 30, 2007, $0 - June 30, 2007) 4,599 -

Equity investments accounted for at fair value in accordance with the Fair Value Option
{cost $405 - September 30, 2007, 30 - June 30, 2007)

Total equily investments 7,530 3,245

Debt securities
Dabt securities at fair value (amortized cost $970 - Septamber 30, 2007, $562 - June 30, 2007) 1,152 133
Total investments § 21248 15798

Loans on which the accrual of interest has been disconfinuad amounted to $444 illisn at September 30, 2007 {$378 milion - June 30, 2007).
Interest income not recognized on nonaccruing joans during the three months ended September 30, 2007 totaled $11 million {$11 miflion - three
manths ended September 30, 2008). Interest collacted on loans in nonaccrual status, related to current and prior years, during the three months
ended September 30, 2007 was $3 million {31 million - three months ended September 30, 2008).

Changes in the reserve against losses on loans for the three months ended September 30, 2007 and the year ended June 30, 2007 are
summarized below (U5$ millions):

Three months ended Year ended

September 30, 2007 June 30, 2007

Beginning batance $ 832 3 898
Provision for {release of provision} for losses on loans 20 (41)
Write-offs - {(39)
Recaverias of previously written-off loans 1 3
Translation adjustments 8 13
Other adjustments - {2}
Ending balance $___ 861 s 832

Provision for lossas on loans and guarantaes in the consolidated condensed income statement for the three months ended September 30,
2007 includes $1 million charge in respact of guarantees (31 million - three months ended September 30, 2066). At September 30, 2007 the
accumulated reserve for 1osses on guarantees, included in the consolidated condensed balance sheet in payables and other liabilities, was
$17 miltion {$16 million - June 30, 2007).
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NOTE D - GUARANTEES

Under the terms of IFC’s guaranteas, IFC agrees to assume responsibility for the dient's financial obligations in the event of default by the client,
where default is defined as failure to pay when payment is due. Guarantees entared into by IFC genarally have maturities consistent with those
of the loan portfolio. Guarantees signed at Septsmber 30, 2007 totaled $1,547 million {31,414 million - June 30, 2007). Guarantees of $917
million that wara outstanding at September 30, 2007 (3808 million - June 30, 2007), were not included in loans on IFC's consolidated condensed
balance shest. The outstanding amount represents the maximum amount of undiscounted future payments that IFC could be required to make
under these guarantees.

NOTE E - INCOME FROM EQUITY INVESTMENTS

Inteme from equity investments for the three months ended September 30, 2007 and 2006 comprise the following {US$ millians):

2007 2006
Realized capitat gains on equity sales 3 390 5 554
Unrealized gains on equity invesiments at fair value 19 -
Dividends and profit parficipations 96 105
Income from invastments accountad for under the equity method - 10
Equity investment impaimment writa-downs {15) {12}
Net losses on equity-related derivatives {8) -
Total income from equity investments I Y s 657

Realized capital gains include recoveries and are net of losses on sales of equity investmsnts.

Dividends and profit participations include $13 million {$12 million - three months ended September 30, 2006) of raceipts recaived in fraely
convertible cash, net of cash disbursements, in respect of investments accounted for under the cost recovery method.

NOTE F ~ NET (LOSSES) GAINS ON OTHER NON-TRADING FINANCIAL INSTRUMENTS ACCOUNTED FOR AT FAIR VALUE

Net {lossas) gains on other non-trading financial instruments accounted for at fair value for tha three months ended September 30, 2007 and
2006 comprises {US$ millions):

2007 2008
Unrealized losses an market borrowings 3 (172} 3 -
Unrealized gains on derivatives associated with market bomowings 177 -
Unrealized {losses) gains on all other non-trading derivatives {11) 5
Difference between changes in fair value of derivative instruments designated as a fair valua hadge
and change in fair value of hadged items atfributable to risks being hedged - 25
Net (losses) gains on other non-trading financial instruments accounted for at fair value 1 {6) - 30

NOTE G - SEGMENT REPORTING

For management purposes, IFC's business comprises two segments: client services and treasury services. The client services segment
consists primarily of lending and equity investment activities. Operationally, the treasury services segment consists of the borrowing, liquid asset
management, asset and fiability management and dlient risk management activities. Consistent with internal reporting, net income (expense}
from asset and liability management and dient risk management activities in suppart of client services are allocated to client servicas segment.

The assassment of segment performance by senior management includas net income for aach segment, ratum on assets, and retum on capital
employed. IFC's management reparting system and policies are used to determine revenues and expenses atributable to each segment,
Consistent with internal reporting, administrative expenses are allocated to each segment based largely upan personnel costs and segment
head counts, Transactions between segments are immaterial and, thus, are not a factor in reconciling to the consolidated data.
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The accouniing policies of IFC's segments are, in all material respects, consistent with those described in Note A, “Summary of significant
accounting and related policies.”

An analysis of IFC's major components of income and expense by business segment for the three months ended September 30, 2007 and 2006

is given below (US$ milions):

2007
Client Treasury
services services Total

Interest and financial fees from loans and debt securities $ 295 3 -3 295
Income from liquid asset trading activities - 253 253
Charges on borrowings (144) {61) {205)
Income from equity investments 484 - 484
Provision for losses on loans and guaranteas {21) - {21)
Servica fees 14 - 14
Administrative expenses (136) (2} {138}
Other income (expenses), net {20) - (20}
Income before expenditures for advisory services and net {losses) gains on

other non-trading financial instruments accounted for at fair value 472 190 662
Expenditures for advisory services (35) - (35}
Net (lossas) gains on other non-rading financial instruments accountead for at fair value {8) 2 {6}
Net income § 429 § 192 § 6M

2006
Client Treasury
services services Total

Interest and financial fees from loans and debt securities 3 237 % - § 237
Income from liguid asset trading activities - 245 246
Charges on bomowings {119} {76} {195)
Income from equity investmentis 657 - 657
Release of provision for losses on loans and guaranteas 49 - 49
Service feas 11 - 1
Administrative expenses {116} {1) {(117)
Other income {expenses}, net 4 - 4
Income before expenditures for advisory services and net (losses) gains on

other non-frading financial instruments accounted for at fair value 723 169 8§92
Expendituras for advisory servicas {22} - (22)
Net (losses) gains on ather non-trading financial instruments accounted for at fair valua {45} 75 30
Net income 3 656 $ 244 §% 200

NOTE H — RETAINED EARNINGS DESIGNATIONS AND RELATED EXPENDITURES

As of June 30, 2007, IFC had designated retained eamings in the cumulative amount of $580 million for advisory services. IFC has recognized
cumulative expenditures of 3189 million through June 30, 2007. At June 30, 2007, retained eamings designated for advisory services totaled
$391 million. IFC has recorded expenditures for advisory services totaling $35 million in the three months ended September 30, 2007 ($22
million - three months ended September 30, 2006).

As of June 30, 2007, IFC had designated retained earnings in the cumulative amount of $250 million for performance-based grants. IFC has
recognized cumulative expenditures of 335 million through June 30, 2007, At June 30, 2007, retained earnings designated for perfarmance-
based grants totaled $215 million.

As of June 30, 2007, IFC had designated retained eamings in the cumulative amount of $150 million for grants to IDA. IFC recorted a grant to
IDA of $150 million in the year ended June 30, 2007. At June 30, 2007, retained earnings designated for grants to IDA iotaled $0.

On September 27, 2007, IFC’s Board of Directors appraved tha designations of $170 million of IFC's retained earnings for advisory services,
$100 milion for a Global Infrastructure Project Development Fund, and $100 million for micro equity funds for Small and Medium Enterprise
development in IDA touniries to be concluded in the three months ended Septernber 30, 2007, and $500 million for a Private Sector

Development Grant program for the IDA15 replenishment to be concluded in the year ended June 30, 2007.
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Designated retained earnings at September 30, 2007 and June 30, 2007 may ba summarized as follows {USS$ millions).

September 30, 2007 June 30, 2007

Advisory services 3 526 3 391
Performanca-based grants 215 215
Global infrastructure Project Development Fund 100 -
Micro equity funds for SME developmentin IDA countries 100 -
Total designated retained earnings M $ 60§

Subsequent event: On October 22, 2007, IFC's Board of Governors noted with approval the designations of retained eamings approved by
IFC's Board of Directors on September 27, 2007.

NOTE | — PENSION AND OTHER POST RETIREMENT BENEFITS
1BRD, IFC and MIGA participate in a defined benefit Staff Retirement Plan {SRP), a Retired Staff Benefits Plan (RSBP) and a Post-
Employment Benefits Plan {PEBP) that cover substantially all of their staff members.

All costs, assels and liabililies associated with these pension plans are allocated batwaeen IBRD, IFC and MIGA based upon their employees’
raspactive participalion in the plans. Costs allocated to IBRD are then shared between IBRD and IDA based on an agraed cost sharing ratio.

The following tables summarize the benefit costs associated with the SRP, RSBP, and PEBP for IFC for the three months ended September
30, 2007 and 2606 (US3 millions):

Three Months Ended September 30, 2007

{Unaudited}
SRP RSBP PEBP

Benefit cost

Service cost $ 16 3 2 $ 1

Interast cost 23 3 t

Expected retum on plan assets {42) {4) -

Amortization of prior service cost “ * N

Amortizalion of unrecognized net loss (gain) - . b
Net periodic pension cost $ {3) 3 1 3 2

* Less than $0.5 million
Three Months Ended September 30, 2006

{Unaudited)
SRP RSBP PEBP
Benefit cost
Sarvice cost $ 15 $ 2 $ 1
Interest cost 22 3 1
Expected retum on plan assets {37} (3} -
Amortization of prior service cost * * N
Amortization of unrecognized net loss (gain) . o ‘
Net periodic pension cost % * H 2 $ 2

* Less than $0.5 mitlion
At September 30, 2007, the estimate of the amount of contributions expected to be paid to the SRP and RSBP for IFC during fiscal year 2008

remained unchanged from that disclosed in the June 30, 2007 consolidated financial statarents: $30 million for the SRP and $8 miltion for the
RSBP.

NOTE J - CONTINGENCIES
In the normal course of its business, IFC is from time to ime named as a defendant or co-defendant in various legal actions on different grounds

in various jurisdictions. Although thera can be no assurances, based on the information currently available, IFC's Managerment does not belleve
the outcome of any of the various existing legal actions will have a material adversa effect on IFC's financial condition or results of operations.
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NOTE K - VARIABLE INTEREST ENTITIES AND OTHER CONSOLIDATED INVESTMENTS

An entity is subject to FIN 46R and is called a variable interast entity (VIE} if it lacks: {1} equity that is sufficient o permit the entity to finance
its activities without additional subordinated financial support from other parties; or {2) equity investors who have decision-making rights about
the entity’s operations or wha do not absorb the expected losses or receive the expected ratumns of the entity proporticnally to their voting
rights,

A VIE is consolidated by its primary beneficiary, which is the party involved with the VIE that absorbs a majority of the expected losses or
receives a majorily of the expected residual relums or both. The primary beneficiary is required to inittally measure the assets, liabilities and
noncontrolling intergsts of the VIE at their carrying amounts at the date on which it first became the primary beneficiary. Because certain VIEs
ware created prior {o the issuance of FIN 46R, it may not be practicable to determine the camying amounts of the assets, liabilities and
noncantrolling interests at the inittal date, and in such cases, the primary beneficiary must measure the assets, liabilities and noncontrolling
interests at their fair values on the date FIN 46R is first applied. The primary beneficiary is also required to disclose information aboul the
nature, purpose, size, and activities of the VIE, and collateral and recourse creditors may have against the VIE.

An enterprise may hold significant variable interests in VIEs, which are not consolidated because the entemprise is not the primary beneficiary.
In such cases, the enierprise is required to disclose information about its involvement with and exposure to the VIE, and about the nature,
purpose, size, and activities of the VIE.

An enterprise is not required to apply FIN 46R 1o certain entiies if, after making an exhaustive effort, it is unable to obtain the infermation
necessary {o: (1) determine whether the entity is a VIE; {2) determine if the enterprise is the primary beneficiary of the possible VIE; or (3)
perform the accounting required fo consolidate a possible VIE. In such cases, tha enterprise is required to disclose the number of entities to
which FIN 46R is not baing applied, why the information required to apply FIN 46R is not available, the nature, purpose and activities of the
entifies to which FIN 46R is not being applied, and the enterprise’s maximum exposure to the entities to which FIN 46R is not being applied.

{FC has identified six VIEs in which IFC is deemed to be the primary beneficiary at September 30, 2007.

Three of the VIEs have been consolidated info IFC's consuolidated condensed financial statements as of September 30, 2007, All consolidated
VIEs are in the Collective Investment Vehicles sector in the Latin America and Carbbean region.

The remaining three VIEs in which IFC is deemed to be the primary baneficiary have not been consolidated into IFC's consolidated condensed
financial statements, as thay are significantly impaired and information required to apply the provisions of FIN 46R is not available, IFC's net
investment in these three entities totals $2 million, virtually all in the primary metats secter in the Asia region. Based on the most racent financial
data available, total net assets of the three entities is 36 million.

As a result of the consaolidation of the three investments described abaove, IFC’s consolidated condensed balance sheet at September 30,
2007 includes additional assets of $16 million in equity investments ($12 million - Juna 30, 2007}, 31 million in raceivables and other assets
{$3 miflion - June 30, 2007), and additional liabilities of $4 million in payables and other liabilities (34 million - June 30, 2007).

Cther inceme during the three months ended September 30, 2007 includes $3 million of income from consolidated entities (30 - three months
ended September 30, 2006) and other expense includes $0 of expenses from consolidated entities (S0 - three months ended September 30,
2006).

IFC has identified 33 invesiments in VIEs in which IFC is not the primary beneficiary but in which it is deemad to hold significant variable
interests at September 30, 2007 {27 - June 30, 2007). Based on the most recent available data from these VIEs, the size including committed
funding of the VIEs in which IFC is deemed to hold significant variable interests totaled $1,854 million at September 30, 2007 ($1,639 miillion -
June 30, 2007). IFC's tofal investment in and maximum exposure to loss to these investments in VIES in which IFC is deemed to hoid
significant variable interests, comprising both disbursed amounts and amounts committed but not yet disbursed, was $510 million at
September 30, 2007 {3367 million - June 30, 2007}. The regional and sectoral analysis of IFC’s investments in these VIEs at September 30,
2007 is as follows {USS millions):
September 30, 2007

Equity Debit
Loang Invesiments ~_ securrities Total .
Europa and Central Asia $ 141§ 2 3 - 3 163
Latin America and Caribbean 197 52 - 249
Asia 13 13 2 28
Sub-Saharan Africa - 14 - 14
Middle East and North Africa 8 : - 8
Other 20 - 28 48
Total VIE investments $ 319 & 101 §.__._.30 510
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September 30, 2007
Equity Debt
Loans Ivesimerts securities Total
Transportation and warehousing 3 95 3§ - 5 - 3 95
Finance and insurance 163 20 2 185
Collective investment vehides - 61 26 87
Industrial and consumer products 59 4 - 63
Air transportation 15 - - 15
Agriculture and foresiry 10 - - 10
Other 37 16 2 55
Total VIE Investments $___ 379 % i1 $ 30 4 510

NOTE L - THE FAIR VALUE OPTION AND FAIR VALUE MEASUREMENTS

Effective July, 1, 2007, IFC adopted tha SFAS No. 157 and SFAS No. 159. SFAS No. 157 defines fair value, establishes a framework for
measuring fair valua and a fair value hierarchy that priortizes the inputs to valuation techniques used to measure fair value into three broad
levels and applies to all items measured at fair value, including items for which impairment measures are based on fair value. SFAS No. 159
permits the measurement of eligible financial assets, financial liabilities and firm commitments at fair value on an instrument-by-instrument
basis, that are not otherwise permitted to be accounted for at fair value under other accounting standards. The election to use the Fair Value
Opfion is available when an entity first recognizes a financial asset or liability or upon entering into a firm commitment. Additionally, SFAS No,
159 allows for a one-time election for existing positions upon adoption. SFAS No. 157 and SFAS No.159 are to be applied prospectively. The
cumulative effect of remeasuring itams for which the Fair Value Option has been elected effective July 1, 2007 has been reported as an
adjustiment to the July 1, 2007 balance of retained eamings.

The Fair Value Option

Effective July 1, 2007, IFC elected the Fair Value Option for certain borrowings, investments in equity instruments that would otherwise raquire
equity method accounting, investments in equity investments with more than 20% ownership whera IFC does not have significant influence
and all other financial interests {loans) in tha entities in which IFC has an equity investment that would otherwise require equity method
aceounting.

All borrowings for which the Fair Value Oplion has been elacted are associated with existing derivative instruments used to create a fair value-
like or cash ftow-ike hedge relationship, a substantiat amount of which were designated as accounting hedges in accordance with SFAS No.
133. Measuring at fair value those borrowings for which the Fair Value Option has been elacted at fair value will mitigate the eamings volatility
caused by measuring the borrowings and related derivative differently {in the absence of a designated accounting hedge} without having to
apply SFAS No. 133's complex hedge accouniing requirements. The Fair Value Option was not elected for all borrowings from IBRD and all
other market borrowings because eamings volalility is nol a concem in those cases.

Measuring at fair value those equity investments that would otherwise require aquity method accounting simplifies the accounting and renders
a carrying amount an the consolidated condensed balance sheet basad on a measure {fair vatue) that IFC considers supenor to equity method
accounting. For the investments that otherwise would require aquity method accounting for which the Fair Value Option is elected, SFAS No.
158 requires the Fair Value Option {o also be applied to all eligible financial intarasts in the same entity. IFC has disbursed loans to cartain of
such investees, therafore, tha Fair Value Option was also applied 1o those loans effactive July 1, 2007. IFC elected the Fair Value Option for
aquity investments with 20% or more ownarship where it does not have significant influence so that the same measurement method (fair
value) will be applied to all equity investmants with more than 20% ownership.

Fair Value Measurements

SFAS No. 157 defines fair vatue as the price that would be received to sell an asset or transfer a liability {i.e., an exit price) in an ordery
transaction betwean independent, knowledgeable and willing market participants at the measurement date assuming the ransaction occurs in
the entity's principal {or mos! advantageous) market, Fair value must be based on assumptions market participants would use {inpuls) in
determining the price and measured assuming the highest and best use for the assst by market participants. The highest and best use of the
IFC assets and liabilities measured at fair value is considered to be in-exchange, therefore, their fair values are determined based on a
tfransaction 1o sell or transfer the assat or liability on a standalone basis, Under SFAS No. 157, fair value measurements are not adjusted for
fransaction costs.

The fair value hierarchy established by SFAS No, 157 gives the highest priority o unadjusted quoted prices in active markets for identical
unrestricted assets and liabilities {Lavel 1}, the next highest priority to observable market based inputs or unobservable inputs that are
corroborated by market data from independent sources (Level 2) and the lowesl priosity to unobservable inputs that are not cormoborated by
market data {Level 3}, Fair value measurements are required to maximize the use of available observable inputs.

Level 1 primarily consists of financial instruments whose values are based on unadjusted quoted market pricas. It includes IFC's equity
investmants and borrowings that are lisied on exchanges.
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Level 2 includes financial instruments that are valued using models and other valuation methodologies. These models consider various
assumptions and inputs, including Eme value, yield curves, volatility factors, prepayment speeds, default rales, loss severity and cument
market and contractual pricing for the underlying asset, as well as other relevant economic measures. Substantially all of these inputs are
observabla in the market place, can be derived from observable data or are supported by observable lavels at which market transactions are
executed. Financial instruments categorized as Lavel 2 include nan-exchange-traded derivatives such as interest rate swaps, cross-currency
swaps, certain asset-back securities, as well as the portion of IFC's borrowings not inciuded in Level 1.

Level 3 consists of financial instruments whose fair valua is estimated based on intemally developed models or methodologies utilizing
significant inputs that are generally less observable. it also indludes financial instruments whose fair value is estimated based on price
information from independent sources that cannot be comroborated by observable market data. Included in Level 3 ara the majority of equity
investments for which IFC has elected the Fair Value Option.

The faltowing table providas the carrying amounts immediately before and after applying the Fair Value Option and SFAS No. 157 and the
cumulative adjustment to retained earnings and accumulatad other comprehensive income as of July 1, 2007 {US $ millions):

July 1, 2007
Carrying amounl Carrying amount Net gain {loss}
priar to adoption after adoption on adoption
Loans 3 11,818 k] 11,817 s 1)
Equity investments accounted for at fair value in accordance
with the Fair Value Option 654 938 284
Transfer of amounts praviously reported in accumutated other comprehensive
income retated to equity investments previously accounted for under the
equity method now accounted for in accordance with the Fair Value Option 2
Borrowings from market sources (15,817) (15,667} 150
Cumulative effect of adoption of SFAS No. 159 on retained earnings 5 435
Equity investments accounted for at fair value as available-for-sale $ 837 3 3,762 $ 2,925
Transfer of amounts previously reportad in accumulated athar comprehensive
incoma related to equily investrments previously accounted for under the
equity method now accounted for in accordance with the Fair Value Option (2)
Cumulative effect of adoption of SFAS No. 157 on accumulated other
comprehensive income $ 2923

The following tables provide informaticn as of September 30, 2007 about IFC's financial assets and financial liabilittes measured at fair value
on a recurming basis, As required by SFAS No, 157, financial assets and financial liabilities are dassified in their entirety based on the lowest
level input that is significant to the fair value measuremsnt {US$ millions):

At September 30, 2007

Lavel 1 Level 2 Level 3 Total
Trading secunities $ - S 8,084 3 5,465 3 13,548
Loans {outstanding principal balanca $30) - - 29 29
Equity investments 3,020 - 2,565 5,585
Debt securities . - 1,152 1,152
Derivative assats - 1,375 29 1,404
Total assets at fair value $ 3020 H 9,459 $ 9,240 3 21,719

At September 30, 2007

Level 1 Level 2 Lavel 3 Total
Borrowings {outstanding principal balance $17,454*) $ 6,907 3 9,290 3 - 3 16,197
Derivative liabilities - 1,117 - 1,117
Total liabilities at far value } 1 6,807 } 10,407 3 - H 17,314

* ingludes discount notas with principal due at maturity of $1,790 with a fair value of $1,161 as of September 30, 2007
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The following table presents the changes in the carrying value of IFC's Lavel 3 financial assets and financial liabilities for the three-months
ended September 30, 2007 {US $ millions):

Level 3 financial assets and financial fabilites
Three months ended September 30, 2007

Trading Equity Debt Derivative Derivative

securities Loans investmenls __ securities assets liabilities
Balance as of July 1, 2007 $ 6747 3 28 $ 1824 3% 733 % 60 § 3

Total gains (fosses) (realized and unvealized) in:

Netincome {23} 2 27 12 {2} 3
Other comprehensive income - - 657 28 {29) -
Purchases, issuances and settlements {1,259} (1) g7 379 - -
Balance as of September 30, 2007 § 5465 § 29 § 2565 % 1152 % 2 3 -
Urrealized gains included in netincome $ 14 3 2 3 - 3 - % {2} § {3}
Urvealized gains induded in other comprehensive income  § - 3 -3 672 3 28 3 - 5 -

Gains {losses) realized and unrealized, from trading securities, loans and equity instruments included in net income for the period are reported
on the consolidated condensed income statement in income from liquid asset trading activities, interest and financial fees from loans and debt
securities and income from equity investments, raspectively.

As of September 30, 2007, equity investments, accounted for at cost, less impainment, with a camying amount of $78 million were written down
to their fair value of $62 million pursuant to EITF 03-1 - The Meaning of Other-Than-Temporary Impairment and its Application to Certain
investments, resulting in a loss of $16 million, which was included in income from equity investments in the consalidated condensed income
statement during the three months ended September 30, 2007. The amount of the write down is based on a Level 3 measure of fair value.

NOTE M - RESTATEMENT

Historically, IFC has not bifurcated certain embedded derivatives or accounted for certain derivafives associated with its loans, debt securities
and equity investments. These comprise put oplions, call oplions, income participation features, prepayments, warrants and loan conversion
features. IFC has determined that, in accordance with SFAS No. 133, certain of these should have been accounted for as derivatives,
resulting in the recording of derivative assets and liabilities, measured at fair value. This application of SFAS No. 133 resulted in a
rastatement of previously reported results, This restatement, necessary to correct the histarical application, resulted in a decrease in net
income of $25 million for the three months ended September 30, 2006 presented in these consolidated condensaed financial statements.

IFC has also determined that, in accordance with SFAS No 115, certain loans in the amount of $94 miilion at June 30, 2007 should have been
reclassified as debt securities, IFC has further determined that the carrying value of debt sacurifies should have been decreased by 516
million at June 30, 2007 1o reflect fair value at that date. These applications of SFAS No. 115 resufted in a restatement, necessary to comact
the historical application, of previously reported other comprehensiva income of $4 million for the three months ended September 30, 2006
prasentad in these consolidated condensed financial statements.

The following tables summarize the effect of the restatement on IFC's consolidated condensed income statement and consolidated condensed
statemnent of cash flows for the three maonths ended September 30, 2006 presented in these consolidated condansed financial statements {US
$ millions):

Three menths ended September 30, 2006

As praviously
reported Adiustments As Restated
Income Statement:
Net {losses) gains on other non-trading financial instruments accounted
for at fair valus 5 55 3 {25} $ 30
Net income 925 {25) 900
Statement of Cash Flows:
Loan disbursements {1,173} 53 {1,120}
Investments in debt securities (24} {53) {77}
Net income 925 {25) 900
Adjustments to reconcile net income to net cash provided by {used in}
operating activities:
Net losses {gains) on other non-trading financial instruments accountad
for at fair value {55} 25 {30}
Change in payables and other liabilities 1,794 3 1,797
Change in receivables and other assets (420} {3) {423}
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The following tables summarize the effect of the restatement on IFC's consolidated condensed balance sheet as of June 30, 2007 presented
in these consolidated condensed financial statements (US $ millions);

As of June 30, 2007

As previously
reported Adjustments As Restated
Balance Sheet:
Assets
Loans 3 12,744 § {94) ] 12,650
Net loans 11,912 {94) 11,818
Debt securities 655 78 733
Total investents 15,812 {16) 15,796
Derivative assats 1,086 65 1,151
Total assats 40,550 49 40,599
Liabilities
Derivative liabilities 1,123 162 1,285
Total liabilities 26,420 162 26,582
Capital
Accumulated other comprehensive income 436 6 442
Retained earnings 11,329 (119} 11,210
Total capital 14,130 {113} 14,017
Total liabilities and capital 40,550 49 40,599
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REPORT OF INDEPENDENT ACCOUNTANTS

President and Board of Governors
Inmternational Finance Corporation

We have reviewed the accompanying consolidated condensed balance sheets of Intermnational Finance
Corporation (IFC) as of September 30, 2007, and the related consolidated condensed income statements
and consolidated condensed staternents of comprehensive income. of changes in capital, and of cash lows
for the three-month periods ended Sepretnber 30, 2007 and 2006. These conselidated condensed interim
financial statements are the responsibility of IFC’s management.

We conducted our reviews in accordance with the standards established by the American Institute of
Certified Public Accountants. A review of interim financial information consists principally of applying
analytical procedures and making inquiries of persons responsible for financial and accounting marters. It
is substantially less in scope than an audit conducted in accordance with auditing siandards generatly
accepted in the United Siates of America, the objective of which is the expression of an opinion regarding
the financial statements taken as a whole. Accordingly, we do not express such an opinion.

Based on our reviews, we arc not aware of any material modifications that should be made to such
consolidaled condensed interim financial statements for them (o be in conformity with accounting
principles generally accepted in the United States of America,

We have previously audited, in accordance with auditing standards generall accepted in the United
Siates of America, the consolidated balance sheer, including the statement of capital stock and voting
power, of IFC as of June 30, 2007, and the related consolidated income statement, conselidated
statements of comprehensive income, of changes in capital and cash flows for ihe fiscal ycar then ended
(not presented herein); and in our report dated August 2, 2007 (February 11, 2008 as to the effect of the
restatement discussed in Note X), we expressed an unqualitied opinion on those consolidated financial
statements. In our opinion, the information set forth in the accompanying consolidated condensed
balance sheet as of June 30, 2007 is fairly stated, in all material respects, in relation 1o the consolidated
balance sheet from which it has been derived.

As discussed in Note M, the accompanying consolidated condensed financial statements for September
30, 2006 have been restated.

As discussed in Note L to the condensed consolidated interim {inancial statements, effective July 1, 2007,
the IFC adopted SFAS No. 157, “Fair Value Measurement™ and SFAS No. 159, “The Fair Value Option
for Financial Assets and IFinancial Liabilities- Including an amendment of FASB Statement No. 115.”

b;/azéfc ~ Tode (e ¥

February 13, 2008

Menmibar of
Deloirte Touche Tohmaisu
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CONSOLIDATED CONDENSED BALANCE SHEETS

as of December 31, 2007 (unaudited) and June 30, 2007 (unaudited)

{US$ millions)

December 31
Assets

Cash and due FromM DANKS ..o e e e ser s er b asres e sre s st e e B 285
Time deposits ... 6,365
Trading secunues 12,798
Securities purchased under rasa!e agmements 222

Investments - Nota C
Loans {322 - December 31, 2007 and $0 - June 30, 2007 at fair valua) (net of
reserves agains! losses of $837 - December 31, 2007 and 3832 - June 30, 2007} ... ..... 12,988
Equity investments ($6,121 - December 31, 2007 and S0 - June 30, 2007 at fair value) ..... 8,305
Dabt securities ............... 1472

June 30
{As restated)

5 382
4,979

14,297

230

11,818
3,245
733

TOLAIINVESITIBNS .. oo 22165

15,796

DErivative BSSEES . uii i s e b b e b1 el e b e e sented st 1a 1,534

Receivables and Oher SSetS ... it i e et s e e raaen 3.780

1,151

3,764

Total @SBeES ..o b s 47,749

Liabilities and capital

Liabilities
Securities sold under repurchase agreements and payable
for cash collateral FECAIVAM ............ocoooieiiers e i e s s e s s et e e cra s s e b are s rens $ 5,904

Borrowings outstanding
From market sources {317,557 - Decamber 31, 2007 and
30 - June 30, 2007 at fair value) .. 17,948
From Intemational Bark for Remnsh’ucﬂon and Development

3 4,973

15,817

TOLAN BOITOWINGS ©tonie ettt emrn e e vt res e e am e e et sa et stnr st e et s smten ssres 18,003

15879

Darivative BaBIlIEs ......ooovr i e i s e b s e e et bre b bt a e 1,178

Payables and other labilles ...ttt et st enn e 2,982

1,285

4,445

Total HabliI@S. .........coo i e e e 25,067

26,582

Capital
Capital stock, authorized 2,450,000 shares of $1,000 par value each
Subscribed .. PO . .-
Less: Porhon nui yel paad

2,366

Total capital stock ..

Accumulated other COMPrERENSIVE INCOMB ... i e e e e 4347
REIBINEA @BIMINGS ..ottt sttt s st s i bt s s aneee et e s beae s s e e erem amebenseas 12,870

2,365

442
11,210

TOHAE CAPILAL ..ot sttt ettt s et e e e se et s e s sem e m s e e 19,682

14,017

Total llabilities and CAPRAL ..o it et reniae e B 47,749

The notes {o consolidated condensed financial statements are an integral part of these stalements.
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CONSOLIDATED CONDENSED INCOME STATEMENTS

for each of the three and six months ended December 31, 2007 (unaudited) and December 31, 2006 (unaudited)

(US$ millions)

Three months ended Six months ended
December 31, Dacember 31,
2007 2006 2007 2006
{As rastated) {As restated)
Interest and financial fees from loans and debt securities ... § 298 % 296 3 593 3 533
Income from liquid asset trading activities - Note B ..o 235 111 488 357
Charges on DOMFOWINOS ......oviu i s e s rm s et srassrnama st et ee bt {215) {205) {420} {400)
Incoma from equity investments - NOte E ..o iucicveiiecninnnnciniiss s 491 1,100 975 1,757
{Provision for) release of provision for losses on loans and guarantees - Nota C | 20 {20) {1} 29
Income from loans, equity investments, debt securities and liquid
asset trading activities, after {provlsmn fon release of provls:on
for losses on loans and guarantees... 829 1,282 1,635 2,276
Other income
SEIVICE FEES ..ot i i s e e s bbbt 15 10 29 21
Other ............. 16 14 26 20
Total other income . khl 24 55 41
Other expenses
Administrative expenses ., 148 126 286 243
Expense from pension and other pos (] remenl benaf i pans..... - 4 - 7
Faoreign currency transaction losses {gains) on non-frading activities 26 {2) 53 {3)
Other .......... - 3 2 i] 2
Total other expenses 177 130 345 249
Income before expenditures for advisory services, expenditures for
performance-based grants and net gains (losses) on other
non-trading financial instruments accounted for at fair value................ 683 1,176 1,345 2,068
Expenditures for advisory services - Note H......cooce v e e (13) {(17) {48} (39)
Expenditures for performance-based grants - Note H ... v, {1} - {1 -
Income before net gains {losses) on other non-trading financial
instruments accounted for at fair value ..............ccooveemr s iericnne 669 1,159 1,296 2,029
Net gains {losses} on other non-trading financial instruments
accountad for at fair value - NOtE Fo.c v et i 35 (69} 29 (39)
NEtINCOME ... s st e s eab st e cee e sie 1o 704 % 1,090 3 1325 S 1990

The notes io censolidated condensed {financial statements are an integral part of these statements.
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INTERNATIONAL FINANCE CORPORATION

CONSOLIDATED CONDENSED STATEMENTS OF
COMPREHENSIVE INCOME

for each of the three and six months ended December 31, 2007 (unaudited) and December 31, 2006 {unaudited)

(US$ millions)
Three months ended Six months ended
December 31, Dacember 31,
2007 2006 2007 2006
(As restated) {As restated)
Ot INIGOMIE i e b e e e S s 14 1P o4 a1 e bt e e r e e er e pe s e neeens $ 704 § 1,090 $ 1,325 § 1,990
Other comprehensive income
Unrealized gains on debt securities accaunted for as available-for-sale .._........ 10 14 38 18
Unrealized gains on equity investments accounted for a5 availabte-for-sate ... 184 - 943 -
Unrecognized net actuarial gains and
unrecognized prior service credits on benefit plans ... - - 1 -
Translation adjustments on investments accounted for under tha equity method - 2 - 2
Total comprehensive INCOME ... e $ 898 % 1,106 3 2307 % 2,010

The notes to consolidated condensed financial staternents are an integral par of these statements.
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INTERNATIONAL FINANCE CORPORATION

CONSOLIDATED CONDENSED STATEMENTS OF
CHANGES IN CAPITAL

for each of the six months ended December 31, 2007 (unaudited) and December 31, 2006 (unaudited)

(USS millions)

Retained aamings

Accumulated
other
Yot comprehensive C?pitkal'
Undesignated Designated ota income sto
{As restated) {Asrestated) (As resiated} (As restated) (As restated)
At June 30,2007 ...........cooiiviineenn, $ 10,604 $ 606 $11,210 § 442 § 2,365
Cumulative effact of adoption of
SFAS No. 157 -Note L .......c.c.oe. 2,925
Cumulative effect of adoption of
SFAS N0.159-Note L .................. 435 435 {2}
At June 30, 2007 after cumulative
effectadjustments ..................... $ 11,039 § 606 $11.645 § 3,365 $ 2365
Six months ended December 31, 2007
Nelincome ........c.ccevviieciie e 1,325 1,325
Other comprehensive income ............ 982
Expenditures against designaled
retained eamings -Note H ............ 43 {49)
Designations of
retained earnings - Note H {870) 870
At December 31,2007 ..................... 11,543 § 1427 §$ 12970 § 4347 52365
At June 30,2006 .............coocienniennne $ 7,868 § 852 % 8720 § 57 $ 2,364
Six months ended December 31, 2006
Netincome .....c.oovvieriiciiiiieeiien e 1,890 1,990
Qther comprehensive income ............ 20
Expenditures against designated
retained eamings -Note H ............ 39 {39) -
At December 31,2006 .................... $ 9,897 & 13 $10710 § 77 §__ 22364

' Capital stock includes payments received on account of pending subscriptions.

The notes to consolidated condensed financial statements are an integral par of these statements.
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Total capital
{As restated}
$ 14,017
2,925
433
$ 17,375
1,325
982
319,682
$ 1141
1,990
20
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INTERNATIONAL. FINANCE CORPORATION

CONSOLIDATED CONDENSED STATEMENTS OF CASH FLLOWS

for the six months ended December 31, 2007 (unaudited} and December 31, 2006 {unaudited)

{USS millions)
2007 2006
{As restated)
Cash flows from loans and equity investment activities
LOAN QISDUFSEMEIS ....ovoiviiie ittt ettt ettt b bt bes s eaabe s e snse s rssrineee $ {2,322} $ {2,630}
Equity disbursements ... (911} {392}
Investments in debt securities . (719} {193}
Loan repayments .. 1,408 1,273
Equity redemptions ..... 9 1
Debt securifies rep ayrne nts . 2 2
Sales of equity investments 608 1,953
Sales of debt securities ... 37 -
Net cash (used in) prowded by inves| mg actm 85 {1,688) 14
Cash flows from financing activities
Crawdown of borrowings 2,707 1,025
Repayment of borrowings .......... e e e e R R e R e e e e e e E e ae e ann s (1.204) {335}
Net cash provided by financing aC‘tWﬂIES 1,503 690

Cash fiows from operating activities
Net incorne , B 1,325 1,990
Adjustments tu reconclle net income to net cash pruwded by (used |n) uperatmg actlvmes

Realized capital gains on equity sales .. {606} {1,607}
Unrealized gains on equity investments at air value ... {121} -
Incame from investments accounted for under the equity method - 30
Equity investment impainment write-downs ............ 24 21
Provision for {release of provision for) losses on Iuans and guarantess .............................. 1 {29}
Foreign currancy transaction losses (gains) on non-frading activiies ... .. 53 {3}
Net lasses (gains) on other non-trading financial instruments accounted for at fair value... . (29}
Change in accrued income on loans, time deposits and securities {53} 236
Change in payables and other liabiliies ... ivrviienenns {235} 1,001
Change in raceivables and other assetls {1,061} {650}
Change in trading securities and securities purchased and sold under
resale and repurchase agreements .. . 2,154 {1,976}
Net cash provided by {used in) operatmg actlvmes 1,452 {948)
Change in cash and cash equivalents .. 1,267 {244}
Effect of exchange rate changes on cash and cash equwalenis 22 21
Net change in cash and cash @QUIVEIENES ... e 1,289 {2865)
Beginning cash and cash aquivalents ... 5,361 3118
Ending cash and cash eqUIvAIBNIS ... e e 6,650 ) 1 2853
Composition of cash and cash equivalents
Cash and due from banks .3 285 $ 301
Time deposits ... 6,365 2,552
Total cash and cash equwalents Heter e e g s s . 6650 $ 2853
Supplemental disclosure
Change in ending balances resulting from exchange rate fluctuations:
Loans outstanding . .3 {219) 3 {122)
Borrowings .. o 483 214
Charges on bormmngs pald, 11=1 SR PP PPPTOTNS 408 359

The notes to consolidated condensed financial statements are an integral part of these statements.
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INTERNATIONAL FINANCE CORPORATION

NOTES TO CONSOLIDATED CONDENSED FINANCIAL
STATEMENTS (UNAUDITED)

PURPOSE

The Intermnational Finance Corporation {IFC), an intemational organization, was established in 1956 to further economic development in s
member countries by encouraging the growth of private enterprise. 1FC is a member of the World Bank Group, which also includes the
International Bark for Reconstruction and Development (IBRD), the Internalional Development Association {IDA), and the Multilateral
Investment Guarantee Agency (MIGA). IFC's activities are closely coordinated with and complement the overall devetopment objectives of the
other World Bank Group institutions, IFC, together with private investors, assists in financing the establishment, improvemsnt and expansion of
private sector enterprises by making loans and equity investments where sufficien! private capital is not otherwise available on reasonable
terms. IFC's share capital is provided by its member countrigs. It raises most of the funds for its investment activities through the issuance of
notes, bonds and other debt securities in the intemational capital markets. IFC also plays a catalytic role in mobilizing additional project funding
from other investors and tenders, either through cofinancing or through loan participations, underwritings and guaraniees. in addition to project
finance and resourca mobilization, IFC offers an array of financial and tachnical advisory services to private businesses in the developing world
to increase their chances of success. It also advises govemments on how to create an environment hospitable o the growth of private
enterprise and foreign investment,

NOTE A - SUMMARY OF SIGRIFICANT ACCOUNTING AND RELATED POLICIES

The consalidated condensed financial slatements include the financia! staterents of IFC and three variable interest entitias (VIEs) {see Note K}.
The accounting and reporting pelicies of IFC conform with accounting principles generally accepted in the United States of America (US GAAP).

Consolidated condensed financial statements presentation — Certain amounts in the prior years have been reclassified to conform to the
currani year’s presentation.

The consolidated condensed financial statements are presented in a manner consistent with IFC's audited consolidated financial statements as
of and for the year ended June 30, 2007 and, in the opinion of the management, all adjusiments {consisting generally of normal recurring
accruals) necessary for a fair presentation of the financial position and the results of operations for the interim periods have been made. The
consolidated condensed balance shest as of Juna 30, 2007, included for comparative purposes only, is derived from those audited consolidated
financial statements. For further information, refer to the consolidated financial statements and notes thereto induded in IFC's Annual Report for
the fiscal year ended June 30, 2007.

The results of operafions for interim periods are not necessarily indicative of results to be expected for the year ending June 30, 2008.

Use of estimates — The preparation of the consolidated condensed financial statements requires management o make estimates and
assumptions that affect the reported amounis of assets and liabilites and disclosure of conlingent assets and liabilities at the date of the
consolidaled condensed financial statementis and lhe reporied amounts of income and expense during the reporling perods. Actual results
could differ from these estimates. A significant degree of judgment has been used in the detarmination of: the adequacy of the raserve against
losses on i0ans and impairment of equity investments; estimaled fair values of all derivative instrumenits and related financial instruments in
qualifying hedging relationships; and net periodic pension income or expensa. There are inherent risks and uncertainlies related to IFC's
operations. The possibilily exisis that changing economic conditions could have an adverse effect on the finandial position of IFC,

IFC uses internal models to determine the fair vatues of derivative and other financial instruments and the aggregate level of the reserve against
losses on loans and impairment of equity investments, |IFC undertakes continuous review and respacification of thase models with ihe objective
of refining its estimates, consistent with evolving best practices appropriate to its operations. Changas in estimates resulling from refinements in
the assumplions and methadologies incarporated in the models are reflected in net income in the period in which the enhanced models are first
applied. See Note L for more information on IFC's use of fair value measurements,

Fair Value Option and Fair Value Measurements - |[FC adopted the Financial Accounting Standards Board's (FASB) Statement of Financial
Accounting Standards {SFAS) No. 159, The Fair Value Oplion of Financial Assels and Financial Liabilities (SFAS No. 159 or the Fair Value
Option) as of July 1, 2007 and elected to apply the Fair Value Option to the following financial assets and {inancial liabiliies existing at the fime
of adoption and entered into during the three and six months ended December 31, 2007
{i) direct equity invastments in which IFC has significant influence and loans to such invesiees;
{ii) direct equity Investments representing 20 percent or more cwnarship but in which IFC does not have significant influence and certain
investments in Limited Liability Partnerships (LLPs} and Limited Liability Corporations {LLCs) that maintain specific ownership accounts
and loans to such investees; and
{iii} all market borrowings, except for such borrowings having no associated derivative instruments.

The reasons far electing the Fair Value Option for these financial assets and financial liabilities and more information about the adoption of
SFAS Mo. 159 are discussed in more detail in Note L.

IFC also adopled SFAS No. 157, Fair Value Measurements (SFAS No. 157) effective July 1, 2007. SFAS No. 157 defines fair value, establishes
a framework for measuring fair value and a fair value hierarchy that prioritizes inputs to valuation techniques used to measure fair value.
Pursuant to the adoption of SFAS No. 157, IFC now reparts equity investments that are listed in markets that provide readily determinable fair
values at fair value, with unrealized gains and lossas being reporied in other comprehensive income. Further disclosures of fair value
measuremants are provided in Note L.
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INTERNATIONAL FINANCE CORPORATION

NOTES TO CONSOLIDATED CONDENSED FINANCIAL
STATEMENTS (UNAUDITED)

Translation of currencies — Assets and liabilities not denominated in United States doltars {US doflars or $}, other than disbursed equity
investments, are expressed in US dollars at the exchange rates prevailing at December 31, 2007 and June 30, 2007. Disbursed equity
investments, other than those accounted for at fair value are expressed in US dollars at the prevailing exchange rates at the time of
disbursement. Income and expenses are recorded based on |he rates of exchange prevailing at the time of the fransaction. Transaction gains
and losses are credited or charged to income.

Loans ~ IFC originates loans to fadlitate project finance, restructuring, refinancing, corporate finance, and/or other developmantal objectives,
Loans are recerded as assets when disbursed. Loans are generally carried at the principal amounts outstanding adjusted for net unamortized
loan arigination costs and fees. It is IFC's practice to obtain collateral security such as, but not limited to, mortgages and third-party guarantees.
Effective July 1, 2007, certain loans are carried at fair value in accordance with the Fair Value Option as noted above (Note L).

IFC enters into loans with income participation, prepayment and conversion features; these features are accounted for in accordance with
Statement of Financial Accounting Standards {SFAS) No. 133, Accounting for Derivative Instruments and Hedging Activities as amended to the
extant they meet the definiion of a derivative and are not considered to be clearly and closely related to their host loan contracts.

Revenue recognition on loans — Interast income and commitment fees on loans ara recorded as income on an accrual basis. Beginning in the
year ended June 30, 2006, IFC began amortizing net loan origination costs and fees over the estimated life of the originated loan to which the
faes relate. Prior to the year ended June 30, 20086, loan origination costs were expensed as incurred, and loan origination fees were recognized
as incame when received. The net of loan origination fees and loan origination costs was considered Insignificant. Prepayment fees are
recorded as income when raceived in freely convertible currencies.

IFC does not recognize incoma on loans where collectibility is in doubt or payments of interest or principal are past due more than 60 days
unless management anficipates that collaction of interest will occur in the near futura. Any interest accrued on a loan placed in nonaccrual status
is reversed out of income and is thereafter recognized as income only when the actual payment is received. Interest not previously recognized
but capitalized as part of a debt restructuring is recorded as deferred income, included in the consolidated condensed balance sheet in payables
and other liabilities, and credited to income only when the related principal is received. Such capitalized interest is considered in the
computation of the reserve against losses on loans in the consclidated condensed balance sheet.

Reserve against losses on loans ~ IFC recognizes impairment on loans not cammied at fair value in the consolidated condensed balance sheet
through the reserve against losses on loans, recording a provision or release of provision for lasses on loans in netincome on a quartedy basis,
which intreases or decreases the reserve against losses on loans. Individually impaired loans are measured based on the prasent value of
expected future cash flows to be received, observable market prices, or for loans that are dependent on collateral for repayment, the
estimated fair value of the collateral.

Management determines the aggregate level of the reserve against losses on loans, taking into account established guidelines and its
assassment of recent portfolio quality trends. The guidelines include internal country and loan risk ratings, and the impairment potential of the
loan portfolio based on IFC's historical portfolio loss experience on mature loans.

The reserve against losses on loans reflects estimates of both probable losses already identified and probable losses inherent in the portfolio but
not specifically identifiable. The determination of identified probable losses represents management's judgment of the creditworthiness of the
borrower and is established through review of individual loans undertaken on a quarterly basis. IFC considers a loan as impaired when, based
on current information and events, it is probable that IFC will be unable to collect all amounts due according to the loan’s contractual terms.
Unidentified probable losses are the expected losses over a three-year risk horizon, in excess of identified probabla losses. The risks inherent in
the portfolio that are considered in determining unidentified probable losses are those proven o exist by past experience and include: country
systemic risk; the risk of comelation or contagion of losses between markets; uninsured and uninsurable risks; nonperformance under
guarantees and support agreements; and opacity of, or misrepresentation in, financial statements.

Loans are written-off when IFC has exhausted all possible means of recovery, by reducing the reserve against [osses on igans, Such reductions
in the reserve are offset by recoveries associated with previously writtan-off loans.

Equity investments — IFC invests for current income, capital appreciation, developmental impad, or all three; IFC does not seek to take
aperafional, controlling, or strategic equity positions within its investees. Equity investments are acquired through direct ownership of equity
instruments of investees, as a limited parinerin LLP and LLC, and/or as an investor in a private equity fund,

Revenue recognition on equity investments — Effactive July 1, 2007, equity invesiments which are listed in markets that provide readily
detenminable fair values are accounted for as available-for-sale securities at fair value with unrealized gains and losses being reported in other
comprehensive income in accordance with SFAS No. 115, Accounting for certain Investmants in Debt and Equily Secuntias. As noted above
under “Fair Value Option and Fair Valug Measurements’, also effective July t, 2007, direct equity investments in which IFC has significant
influence, direct equity invastments representing 20 percent or more ownership but in which IFC does not have significant influence and certain
investmenis in LLPs and LLCs that maintain specific ownership accounts are accounted for at fair valua under the Fair Value Option. Direct
equity investments in which IFC does not have significant influance {and prior to July 1, 2007 certain invesiments representing more than 20%
ownarship) and which are not listed in markets that provide readily determinabte fair values ara carried at cost less impaiment.
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INTERNATIONAL FINANCE CORPORATION

NOTES TO CONSOLIDATED CONDENSED FINANCIAL
STATEMENTS (UNAUDITED)

Prior to July 1, 2007, IFC’s investments in companies where it had significant influence and certain invesiments in LLPs and LLCs that maintain
specific ownership accounts were accounted for under the equity method.

{FC's investments in certain private aquity funds in which IFC is deemed to be the Primary Beneficiary of a VIE, as the presumption of control by
the fund manager or the general partner has been overcomae, are fully consolidated into IFC's books, Certain equity investments, for which
recovery of invested capital is uncertain, are accounted for under the cost recovary method, such that receipts of freely convertible currencies
are first applied to recovery of invested capital and then to income from equity investments, The cost recovery method is principally applied to
IFC's investments in its oil and gas unincorporated joint ventures (UJVs). IFC's share of conditional asset retirement obligations related to
investments in UJVs are recorded when the fair value of the obligations can be reasonably estimated. The obligations are capitalized and
systernalically amortized over the estimated economic useful lives.

Unrealized gains and losses on equity investments accounted for at fair value under the Fair Value Option are reported in income from equity
investments on the consolidated condensed income stalement. Unrealized gains and losses on equity investments listed in markets that
provide readily determinable fair values are reported in other comprehensive income.

Dividends and profit participations received on eqguity investments are generally recorded as income when received in freely convertible
currencies. Realized capital gains on the sale or redemption of equity investments are measured against the average cost of the investments
sold and are generally recorded as income in income from equity investments when received in freely convertible currencies. Capital losses are
recognized when incurred.

IFC enters into put and call option and warrant agreements in connection with aquily investments; these are accounted for in accordance with
SFAS No, 133, Accounting for Derivative Instrurnents and Hedging Aclivitios as amended lo the extent they meet the definition of a derivative.

Impairment of equity investments — Equity invesiments accounted for at cost less impairment are assessed for impairment each quarter.
When an impainment is identified and is deemed to be other than temporary, the equity investment is written down to the impaired value, which
becomes the new cost basis in the equity investment. Impairment losses are not reversed for subsequent recoveries in value of the equity
investment until it is sold.

Debt securities — Debi securities in the investment porifolio are classified as avaitable-for-sale and carried at fair value on the consolldated
condensed balance sheet with unrealized gains and losses included in accumulated other comprehensive income until realized. Interest on
dabt securities is included in interest and financial fees from loans and debt secusities on the consolidated condensed income statement.

IFC invests in certain debt securities with conversion features; these features are accounted for in accordance with SFAS No. 133, Accounting
for Derivative Insiruments and Hedging Aciivities as amended to the extent they meet the definition of a derivative.

Guarantees — IFC extends financial guarantee fadiliies to its clients to provide credit anhancement for their debt securities and trade
obligations. IFC offers parfial credil guarantees to clients covering, on a risk-sharing basis, client obligations on bonds and/or loans. Under the
terms of IFC's guarantees, IFC agrees to assume responsibility for the client's financial obligations in the event of default by the dlient (l.e.,
failure fo pay when payment is due). Guarantees are regarded as issued when IFC commits fo the guarantee. Guarantess are regarded as
outstanding when the underlying financial obligation of the client is incurrad, and this date is considered to be the "inception” of the guarantes.
Guarantees are regarded as called when IFC's obligation under the guarantee has been invoked, There are two liabilities associated with the
guarantees: {1} the standready obligation to perform and (2) the contingent liability. The standready ubligation to perform is recognized at the
inception of the guarantee unless a contingent liability exsis at that time or is expscted to exist in the near term. The contingent liability
associated with the financial guarantes is recognized when it is probable the guarantee will be called and when the amount of guarantee called
can be reasonably estimated. Al liabiliies associated with guarantees are included in payables and other liabilities, and the receivables are
included in other assats on the consolidated condensed balance sheet. When the guarantees are called, the amount disbursed is recorded as a
naw loan, and specific reserves against losses are established, based on the estimated probable loss. These reserves are included in the
raserve against lossas on loans on the consolidated condensed balance sheet. Guarantee fees are racorded in income as the stand-ready
ohligation to perform is fulfilled. Commitment fees on guarantees are recorded as income on an accrual basis.

Designations of retained earnings — Beginning in the year ended June 30, 2004, IFC established funding mechanisms for specific purposes
through designations of retained earnings. In the year ended June 30, 2005, IFC established a funding mechanism for performance-based
granis {PBG} through a designation of retained eamings. Further, in the year ended June 30, 2006, IFC also designated retained earnings for
grants to IDA for use by IDA in the provision of grants to further IFC's mandates in certain IDA member countries. Total designations of
retained eamings are determined based on IFC’'s annual income before expenditures against designated retained eamings and net gains and
losses on other non-trading financial instruments accounted for at fair value in excess of $15Q million, and contemptating the financial capacity
and strategic priorities of IFC.
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NOTES TO CONSOLIDATED CONDENSED FINANCIAL
STATEMENTS (UNAUDITED)

Expenditures resulting from such designations are recorded as expenses in IFC's consolidated condensed income statement in the year in
which they occur, also having the effect of reducing the respectlive designated retained earnings for such purposes. Expenditures are deemed
to have occurred when IFC has caded control of the funds to the recipient. if the recipient organization is deemed to be controlled by IFC, the
expenditure is deemed {0 have occurred anly when the recipient organization expends the funds to a non-related party. On occasion, recipient
organizations which are deemed to be controlled by IFC will acguire certain investment assets other than cash. These investments have had
no material impact on IFC’s financial position, results of operations, or cash flows. In such cases, IFC includes those assets on its
consolidated condensed balance sheet, where they remain until the recipient organization disposes of or fransfers the asset or IFC is deemed
to no longer be in control of the recipient organization. Investments resulting from such designations are racorded on IFC's consolidated
condensed balance sheet in the year in which they occur, also having effect of reducing the respective designated retained earnings for such
purposes.

tiquid asset portfolio — IFC's liquid funds are invested in govemment, agency and govemment-sponsored agency obligations, time deposits
and asset-backed, induding mortgage-backed, securities. Govermment and agency obligations include long and short positions in highly rated
fixed rate bonds, notes, bills, and other obligations issued or unconditionally guaranteed by govemments of countries or other official entities
including government agendies and instrumentalites or by multilateral organizations. The liquid asset portfolio, as defined by IFC, consists of:
tima deposits and securities; related derivative instruments; securities purchased under resale agreements, securities sold under repurchase
agreements and payable for cash collateral received; receivables from sales of securities and payables for purchases of securities; and related
accrued income and charges.

Securities and related derivative instruments within IFC’s liquid asset portfolio are classified as frading and are carried at fair value with any
changes in fair value reported in income from liquid asset trading activities. Interest on securities and amortization of premiums and accretion of
discounts are also reported in income from liquid assel trading activities.

IFC classifies cash and due from banks and time deposits {collectively, cash and cash equivalents) as an element of liquidity in the consolidated
condensed statement of cash flows because they are generally readily convertible to known amounts of cash within 90 days of acquisition.

Repurchase and resale agreements —~ Repurchase agreements are contracts under which a party sells securities and simullaneously agrees
o repurchase the same securities at a specified future date at a fixed price. Resale agreements are contracts under which a party purchases
securities and simultaneously agrees ta resell the same securities at a specified future date at a fixed price.

It is IFC's policy to taks possession of securiies purchased under resale agreements, which are prAmarily liquid government securiies. The
markat vatue of these securities is monitored and, within parameters defined in the agreements, additional collateral is obtained when their value
declines. IFC also monitors its exposure with raspect to securities sold under repurchase agreements and, in accordance with the terms of the
agreements, requests the retum of excess securities held by the counterparty when their value increases.

Repurchase and resale agreements are accounted for as collateraiized financing transactions and recorded at the amount at which the
securifies were acquired or sold plus accrued interest.

Borrowings — To diversify its access to funding and reduce its borrowing costs, IFC barmows in a variety of currencies and usas a number of
borrowing structures, including foreign exchange rate-inked, inverse floating rate and zero coupon notes.  Generally, IFC simultaneously
converts such borrowings into variable rate US dollar borrowings through the use of currency and interest rate swap transactions. Under certain
outstanding borrowing agreements, IFC is not permnitted to martgage or allow a lien te be placed on its assels (other than purchase money
security interests) without extending equivalent security to the holders of such borrowings.

Effective July 1, 2007, substantially all borrowings are caried at fair vale under the Fair Value Option with changes in fair value reported in net
gains and losses on other non-trading financial instruments accounted for at fair value an the consolidated condensed income statement

Prigr to July 1, 2007, where bomrowings were part of a designated hedging relationship employing derivative instruments, the canrying amount
was adjusted for changes in fair value attributable to the risk being hedged. Adjustments for changes in fair value attfibutable to hedged risks
were reported in net gains and losses on other non-trading financial instruments accounted for at fair value in the consolidated condensed
income statement. Interest on bormowings and amortization of premiums and accretion of discounts are reported in charges on borrowings. Al
other borrowings wera recorded at the amount repayable at maturity, adjusted for unamoartized premiums and unaccreted discounts.

Risk management and use of derivative instruments — IFC enters into fransactions in various derivative instruments for financial risk
management purposes in connection with its principal business activities, including lending, client risk management, borrowing, liquid asset
portfolio management and asset and liability management.

All derivative instruments are recorded on the consolidated condensed balance sheet at fair value as derivative assets or derivative liabilities.

Where they are not clearly and closely related to the hast contract, certain derivative instruments embedded in loans, equity invesiments, and

market borrowing transactions entered into on or after January 1, 1999, are bifurcated from the host contract and recorded at fair value as

derivative assets and liabilities. The value at inception of such embedded derivatives is excluded from the carrying value of the host contracts

on the consolidated condensed balance sheet. Changes in fair values of derivative instruments used in the liquid asset portfolio are recorded in

income from liquid asset trading activities. Changes in fair values of derivative instruments other than those in the liquid asset portfolio
- management activities are recorded in net gains and losses on othar non-trading financial instruments accounted for at fair value.

112



INTERNATIONAL FINANCE CORPORATION

NOTES TO CONSOLIDATED CONDENSED FINANCIAL
STATEMENTS (UNAUDITED)

Prior 1o July 1, 2007, subject to certain specific qualifying conditions in SFAS No. 133, as amended, a derivative instrument may have been
designated either as a hedge of the fair value of an asset or liability (fair value hedge), or as a hedge of the variability of cash flows of an assat
or liability or forecasted transaction {cash flow hedge). For a derivative instrumsnt qualifying as a fair value hedge, fair value gains or losses on
the derivative instrument were reparted in net gains and losses on other non-trading financial instruments accounted for at fair value, together
with offsetting fair value gains or losses on the hedged ilem thal are altributable to tha risk being hedged. For a derivative instrument qualifying
as a cash flow hedge, fair value gains or losses associated with the risk being hedged are reported in other comprehensive income and released
1o net income in the period(s) in which the effect on net income of the hedged item is recorded. Fair value gains and losses on derivative
instruments not in the liquid asset portfolio and not qualifying as a hedge were reparted In nat gains and losses on other non-trading financial
instrurments accounted for at fair value.

Prior to July 1, 2007, IFC designated csrtain hedging relationships in its borrowing activities as fair value hedges. IFC generally matched the
terms of its derivatives with the terms of the specific underlying borrowing hedged, in terms of currencies, maturity dates, reset dates, interest
rates, and other features. However, the valuation methodologies applied to the derivative and the hedged financial instrument differed. The
rasulting ineffectivenass calculated for such relationships was recorded in net gains and losses on other non-trading financial instruments
accounted for at fair value in the consolidated condensed income statement,

IFC has nol designated any hedging relationships as cash flow hedges and subsaquent to June 30, 2007, IFC has not designated any hedging
relationships as fair value hedgss.

The risk managemeni policy for each of IFC’s principal business activities and the accounting policies particular to them are described below.

Landing aclivities IFC’s policy is to closely maich the cumrency, rate basis, and maturity of its loans and borrowings. Derivative instruments ane
used to convert the cash flows from fixed rate US dollar or nan-US dollar Joans into variable rate US doltars. IFC has elected not to designate
hadging retationships for all lendingretated derivatives.

Clienf risk managemaent activities |FC enters into derivatives transactions with its clients to help them hedge their own cumency, interest rate, or
commodity risk, which, in tum, improves the overall quality of IFC’s loan porticiio. To hedge the market risks that arise from these transactions
with clients, IFC enters into offsetting derivative transactions with matching terms with authorized market counterparties. Changes in fair value
of sl derivatives associated with these activities are reflected cumently in net income. Fees and spreads chargad on these transactions are
recorded in other fees in the consolidated condensed income statement on an accrual basis.

Borrowing activities IFC issuas debt securities in various capilal markets with the objectives of minimizing its borrowing costs, diversifying
funding sources, and developing member countries’ capital markets, sometimes using camplex structures. Thase structures indude bomawings
payable in multiple currencies, ar borrowings with principal and/or interest determined by reference 1o a specified index such as a stock market
indax, a referance interast rate, a commadity index, or one or more foreign axchange ratas. IFC uses derivalive instrurnants with matching
terms, primarily currency and interest rate swaps, to convert such borrowings info variable rate US dollar obligations, consistent with I[FC's
matched funding palicy. Prior 1o July 1, 2007 IFC designated the majority of derivatives associated with borrowing activities as fair value hedges
of the underlying borrowings. There were a small number of fair valuedike and cash flowdike hedging transactions for which no hedge
relationships were designated. Effective July 1, 2007, IFC elected to cany at fair value, under the Fair Value Option, all market borrowings for
which a derivative instrument is used to create a fair value-ike or cash flow-like hedge relationship. Changes in the fair value of the borrowings,
carried at fair value, and the matching derivatives are both recognized in eamings as those changes oceour, Subsequent to June 30, 2007, these
items are no longer dasignated as hedges.

Liqukd asset portfolio management aclivities IFC manages the interest rate, currency and other market risks associated with certain of the time
deposits and securities in its liquid asset portfolio by entering into derivative transactiens to convert the cash flows from those instruments into
variable rate US dollars, consistent with IFC’s matched funding policy. The derivative instruments used include shori-term, over-the-counter
foreign exchange forwards {covered forwards), interest rale and currency swaps, and exchange-traded interest rate futures and options. As the
entire liquid asset portfolio is classified as a trading portfolio, all securities {including derivatives) are carmied at fair value with changes In fair
value reported in income from liquid assets. Prior to July 1, 2007, no hedging relalionships had been designated.

Assel and liability management |n addition to the risk managed in the context of its business aclivities detailed above, IFC faces rasidual market
risk in its overall asset and liability management. Residual cumrency risk is managed by monitoring the aggregate position in each lending
currency and reducing the net excess asset or lisbility position through spot sales or purchases. Interest rate risk due to reset date mismatches
is reduced by synchranizing the reset dates on assets and liabiliies and managing overall interest rate risk on an aggragate basis, Interest rate
risk arising from mismalches due to writedowns, prepayments and reschedulings, and residual reset date mismatches is monitored by
measuring the sensilivity of the present value of assets and liabilities in each currency to each basis point change in interest rates.

IFC monitors the credit risk associaled with these aclivilies by careful assessment and monitoring of prospective and actual clients and
counterparties. In respect of liquid assets and derivatives transactions, cradit risk is managed by establishing exposure limits based on the
credit rating and size of the individual counterparty. In addition, IFC has entered into master agreements goveming derivative transaclions that
contain close-out and netling provisions and collateral arrangements. Under these agreements, if IFC's credit exposure to a counterparty, on a
mark-to-market basis, exceeds a specified lavel, the countarparty must post collateral to cover the excess, generally in the form of liquid
govemment securitias.

Loan participations — IFC mobilizes funds from commercial banks and other financial institutions {Participants) by facilifating loan
participations, without recourse. These loan participations are administered and serviced by IFC on behalf of the Participants. The disbursed
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and outstanding balances of loan participations that meet the applicable accounting criteria are accounted for as sales and are not induded in
IFC's consaolidated condensed balance sheet. All other loan participations are accounted for as secured borrowings and are included in loans on
IFC's consolidated condensed balance sheet, with the related secured borrowings included in payables and other liabiliies on IFC's
consolidated condensed balance sheet.

Pension and other postretirement benefits — IBRD has a defined benefit Staff Retirement Plan (SRF), a Retired Staff Benefits Plan (RSBP)
and a Post-Employment Benefits Plan (PEBP} that cover substantially all of its staff members as well as the staff of IFC and of MIGA.

The SRP provides regular pension benefits and includes a cash balance plan. The RSBP provides certain health and life insurance benefits to
eligible retirees. The PEBP provides pension benefits administered outside the SRP. All costs associated with these plans are allocated
between IBRD, IFC, and MIGA based upon their employees’ respeciive participation in the plans. in addition, IFC and MIGA reimburse IBRD for
their share of any contributions made to these plans by IBRD.

The net periodic pension and other pastretirement benefit income or expense allocated to IFC is included in income or expense from pension
and other postretirement bengfit plans in the consolidated condensed income statement. IFC includes a receivable from IBRD in receivables and
other assets, representing prepaid pension and other postretirement benefit costs.

Variable Interest Entitles - In January 2003, the FASB issued FASB Interprefation No. 48, Consolidation of Variable Interast Entities - an
inferpretation of ARB No. 51 (FIN 46). During December 2003, FASB replaced FIN 46 with FASB Intepretation No. 46, Consolidation of
Variable Interast Entities - an inferpretation of ARB No. 51 (FIN 46R). FIN 46 and FIN 46R define certain VIEs and require parties o such
entities {o assess and measure vanable interests in the VIEs for the pumose of determining possible consolidation of the VIEs. Variable
interests can arise from financial instruments, service contracts, guarantess, leases or other amangements with a VIE. An enlity that will
absorb a majority of a VIE's expected losses or expected residual retums is deemed to be the primary beneficiary of the VIE and must include
the assets, liabilities, and results of operalions of the VIE inits consolidaled condensed financial statements.

IFC has a number of invesiments in VIEs which it manages and supervises in a manner consistent with other portfolio investments. Note K
provides further details regarding IFC's variabla interasts in VIEs.

Accounting and financial reporting developments — During the year ended June 30, 2008, IFC changed its accounting principle with respact
to the amertization of loan origination fees and loan origination costs. Prior to the year endaed June 30, 20086, the net of loan origination fees and
costs was considered {o be insigrificant. Beginning in year ended June 30, 2006, IFC began amortizing loan origination fees and costs on an
effective yield basis,

During the year ended June 30, 2006, the FASB issued SFAS No. 155, Accounting for Certain Hybrid Instruments - an amendment of FASB
Statements Nos. 133 and 140 {SFAS No. 155) and SFAS No. 156, Accounting for Servicing of Financial Assets - an amendment of FASB
Staternent No, 140 (SFAS No. 156). Both SFAS No. 155 and SFAS No. 156 are sffactive for fiscal years beginning after September 15, 2008,
which would be the year ending June 30, 2008 for IFC. The adoption of SFAS No. 155 and SFAS No. 156 did not have a material impact on
the financial position, results of operations or cash flow of IFC.

in September 2006, the FASB issued SFAS No. 158, Employers’ Accounting for Defined Benefit Pension and Qther Postrefirement Plans
{SFAS No. 158). SFAS No. 158 requires employers ta recognize on their balance sheet the funded status of their defined benefit
postretirament plans, measured as the difference between the fair value of plan assets and the benefit obligations, and to recagnize as part of
Other Comprehensive Income the gains and losses and prior service cosis or cradits that arise during the period to the extent they are not
recognized as components of the net periodic benefit cost. Addifionally, upon adoption, SFAS No. 158 requires the unrecognized net acluarial
gain or loss and the unrecognized prior service cost to be recognized in Accumulated Other Comprehensive Income and that these amounts
be adjusted as they are subsequently recognized as compeonents of net periodic benefit cost, based upon the cument amortization and
recognition requirements of SFAS No. 87, Employers’ Accounling for Pensions {SFAS No. 87) and SFAS No. 106, Employers’ Accounting for
Postretirement Banefits {SFAS No. 106}, SFAS No. 158 was adopted in IFC's consolidated financial statements as of June 30, 2007,

In Navember 2006, the FASB ratified the consensus reached by the Emerging [ssues Task Force {EITF) on Issue No. 06-9, Reporting a
Change in (or the Elimination of) a Previously Existing Difference Belween the Fiscal Year-End of & Parent Company and That of a
Consolidated Entity or Batween the Reporting Period of an Invastor and That of an Equity Method Investee (EITF 06-8). EITF 06-9 is effective

. for IFC beginning on January 31, 2007. The adoption of EITF No. 06-9 did not have a material impact on the financial position, results of

operations or cash flow of IFC.

In June 2007, the American institute of Certified Public Accountants (AICPA} issued Statement of Positien No. 07-1 {SOP No 07-1),
Clarification of the Scope of the Audit and Accounting Guide invesiment Companias and Accounting by Parent Companies and Equily Method
Invastors for Invastments in Investment Companies. SOP No. 07-1 provides guidance for determining whether an entity is within the scope of
the AICPA Audit and Accounting Guide for investment Companies {the Guide). Investment Companies that are within the scope of the Guide
report investments at fair value. On October 17, 2007, FASB decided to defer indefinitely the effective date of SOP No. 07-1. IFC continues to
evaluate the provisions of SOP No. 07-1.

In addition, during the six months ended Decermnber 31, 2007, the FASB issued and/or approved various FASB Staff Positions, EITF lssues
Notes, and other interprelative guidance related to Statements of Financial Accounting Standards and Accounting Principles Board (APH)
Opinions. IFC analyzed and implemented the new guidanca, as appropriate, with na material impact on either the financial position, results of
operations or cash flows of iIFC.
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NOTE B - INCOME FROM LIQUID ASSET PORTFOLIO

Income from the liquid asset trading paortfolio for the three and six months ended Dacamber 31, 2007 and 2006 comprise (US$ millions):

Three months ended Six months ended
Decamber 31, December 31,
2007 2006 2007 2006
Interest incoma 178 124 350 323
Net gains {losses) on trading activities:
Realized 37 27 21 9
Unvrealized 15 {39} 97 24
Net gains {losses) on trading activities 52 {12} 118 33
Foreign cumency transaction gains {|osses) 5 {1} 20 1
Total income from liquid asset portfolio i 235 §$ 111 5 488 3 357

NOTE C - INVESTMENTS

Investments at December 31, 2007 and June 30, 2007 comprise of the following {LJS$ millions):

D 1, 2007 June 30, 2007
Loans
Loans at amortized cost 3 13,803 $ 12,650
Less: Reserve against losses onloans {837) {832)
Net loans 12,966 11,818
Loans at fair value {outstanding principal balance $23 - December 31, 2007, 30 - June 30, 2007) 22 -
Total Loans 12,988 11,818
Equity investments
Equity investments ai costless impairment 2,184 2,699
Equity method investments {cost 30 - December 31, 2007, 3268 - June 30, 2007) - 545
Equity investments accounted for at fair value as available-for-sale
{cost $1,130 - December 31, 2007, $0 - June 30, 2007} 4,997 -
Equity investments accounted for at fair value in accordance with the Fair Value Option
{cost $441 - December 31, 2007, $0 - June 30, 2007} 1.124 -
Total equity investments 8,305 3,245
Deabt securities
Debt securities at fair value (amortized cost $1,302- December 31, 2007, $562 - Juna 30, 2007} 1,472 733
Total investments 22765 § 15796

Loans on which the accrual of interest has been discontinued amounted to $424 milion at December 31, 2007 {$378 million - June 30, 2007).
Interest income not recognized on nonaceruing (oans during the three months ended December 31, 2007 totaled 331 million (336 million - three
months ended Dacember 31, 2006) and 342 million during the six months ended Cecember 31, 2007 (347 million - six months ended Decamber
31, 2008}. Interest callected an loans in nonaccrual status, refated to current and prior years, during the three monihs ended December 31, 2007
was $4 million (312 million - three months ended December 31, 2006) and $7 million during the six months ended December 31, 2007 (313
million - six months ended December 31, 2006).

Changes in the reserve against losses on loans for the six months ended December 31, 2007 and the year ended June 30, 2007 are
summarized below (US$ millions):

Six months ended Year ended

Decernber 31, 2007 June 30, 2007
Beginning balance 5 8 E) 898
Pravision for {retease of provision) for losses on loans - {41)
Write-offs (10) {39)
Recoverias of previously written-off loans 2 3
Foreign curency transaction gains (losses) 13 13
Other adjustments - (2)

Ending balance § 837 3 _____R32

Provision for losses {release of provision for losses) on loans and guarantees in the consolidated condensed income statement for the three
months ended December 31, 2007 includes $0 charge 1o income in respect of guarantees {32 million release to income - three months ended
December 31, 2006} and 31 million charge to income for the six months ended Decemnber 31, 2007 (33 million charge to income - six months
ended December 3%, 2006). At December 31, 2007 the accumulated reserve for lpsses on guarantees, included in the consolidated
condensed balance sheat in payables and other liabilities, was $17 million (316 million - June 30, 2007).
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NOTE D - GUARANTEES

Under the terms of IFC’s guarantees, IFC agrees to assume responsibility for the dient's financial obligations in the event of default by the dlient,
where defaull is defined as failure to pay when payment is dua. Guarantees entered info by IFC generally have maturities consistent with those
of the loan portfolio. Guarartees signed at December 31, 2007 totaled $1,707 miilion {§1,414 million - June 30, 2007}. Guaraniees of $1,081
millian that were outstanding at December 31, 2007 {$808 million - June 30, 2007), were not included in loans on IFC’s ¢consalidated condensed
balance sheet. The outslanding amount represants the maximum amount of undiscounted future payments that IFC could be required to make
under these guarantees.

NOTE E ~ INCOME FROM EQUITY INVESTMENTS

Income from equity investments for the three and six months ended December 31, 2007 and 2006 comprise the following {US3 millions):

Three months ended Six months ended
December 31, December 31,

2007 2006 2007 2008
Realized capital gains on equity sales 207 1,053 597 1,607
Unrealized gains on equity investments 186 - 205 -
Dividends and profit participations 108 101 204 206
Incame from investments accounted for under the equity method - (40} - {30)
Equity investmentimpairment write-downs , (9) {9} {24) (21)
Custady and other fees 2} {2} {2) {2)
Net {losses) gains on equity-related derivatives 1 {3} {5} (3)

Total income from equity investments $ 491 § 1,100 3 975 % 1,157

Realized capital gains on equity sales include recovenes and are net of losses on sales of equity investments.

Dividends and profit participations for the three months ended December 31, 2007 include $139 million ($18 million - three months ended
December 31, 2006} and $32 million for the six manths ended December 31, 2007 {$30 million - six months ended December 31, 2006) of
receipts received in freely convertible cash, nel of cash disbursements, in respect of investments accounted for under the cost recovery
method.

NOTE F = NET GAINS (LOSSES) ON OTHER NON-TRADING FINANCIAL INSTRUMENTS ACCOUNTED FOR AT FAIR VALUE

Net gains (losses) on other non-frading financial instruments accounted for at fair value for the three and six months ended December 31, 2007
and 2006 comprises (US$ millions):

Three months ended Six months ended
December 31, December 31,
2007 2006 2007 2008
Urrealized losses on market borrowings $ {196) § - $ (368} $ -
Unrealized gains on derivatives associated with market borrowings 204 - 381 -
Urrealized gains (losses) on all other non-trading derivatives 27 {90) 16 {85}
Difference between changes in fair value of denvative instruments
designated as a fair value and change in fair vafue of hedged items
attributable to risks being hedged - 21 - 46
Net gains {losses) on other non-trading financial
instruments accounted for at fair value b i5 § (69) - 29 % {39)
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NOTE G - SEGMENT REPORTING

For management purposes, IFC's business comprises two segments: client services and treasury services. The dlient services segment
consists primarily of lending and equity investment activities. Operationally, the treasury services segment consists of the borrowing, liquid asset
management, asset and liability management and client risk management activities. Consistent with intemal reporting, net income {expense)
from asset and liability management and dient risk management activiies in support of dient services are allocated lo client services segment.

The assassment of segment performance by senior management includes net income for each segment, retum on assets, and retum on capital
employad. [FC's management raporting syslem and policies are used to determing revenues and expenses attributable to each segment,
Consistent with internal reporting, administrative expenses are allocated to each segment based largely upon personnel costs and segment
head counts, Transactions between segments are immaterial and, thus, are not a factor in reconciling to the consolidated data.

The accounting polidies of IFC's segments are, in all material respects, consistent with those dascribed in Note A, *Summary of significant
accounting and related policies.”

An analysis of the major components of income and expense by business segment for the three and six manths ended December 31, 2007 and
2006 is given below (USS millions):

Three months ended December 31,

2007 2006
Client Treasury Client Traasury
services services Total servicas services Tolal

Interest and financial fees from loans and debt securnities 3 208 § - § 298 $ 296 % - 3 296
income fram liquid asset trading activities - 235 235 . 1M1 111
Charges on borowings {148} (67} {215) (127) {78} (205}
Income from equity invastments 491 - 491 1,100 - 1,100
Pravision for (release of provision for) losses

on loans and guaraniees 20 - 20 (20) - {20}
Service fees 15 - 15 10 - 10
Administrative expenses {148} {2} {148} (124) {2} {126}
Other income {expenses) 13) - {13) 5] 4 10
Income before expenditures for advisory services,

expenditures for performance-based grants and

net gains (tosses) on other non-trading financial

instruments accounted for at fair value 517 166 683 1,141 35 1,176
Expenditures for advisory services {13} - {13} {(17) - {(7)
Expenditures for performance-based grants {1} - {1} - - -
Net gains {lozses) on other non-trading financial

instruments accounted for at fair value 25 10 35 {85) 16 {69}
Net income $ 528 §__ 176 §___ 704 § 1039 S 51 § 1090

Six months ended December 31
2007 2006
Client Treasury Client Treasury
services i services seryices Total

Interest and financial fees from lnans and debi securities ] 593 $ - § 593 3 533 8§ - 5 533
Income from liquid asset trading activities - 488 488 - 357 as7
Charges on bormowings {291) {129) {420) {246} {154) {400)
Income from aquity investments 975 - ar5 1,757 - 1,757
Provision for {release of provision for) losses

on [oans and guaranteas {1} - {1) 29 - 29
Service faas 29 - 29 21 - 21
Administrative expenses {282) L)) {286) {240} {3} {243)
Other income {expenses) {33) - {33) ] 5 14
Income before expenditures for advisory services,

Expenditures for performance-based grants and

net gains (losses) on other non-trading financial

instruments accounted for at fair value 890 355 1,345 1,863 205 2,068
Expenditures for advisory services (48} - {48} (39) - (39}
Expenditures for performance-based grants {1} - {1) - - -
Net gains (losses) on other non-trading financial

instruments accounted for at fair value 17 12 29 {130} 91 (39)
Net income $ 958 8360 £..2325 §A694 L _ 206 519330
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NOTE H - RETAINED EARNINGS DESIGNATIONS AND RELATED EXPENDITURES

As of June 30, 2007, IFC had designated retained earnings in the cumulative amount of $580 million for advisory senvices. IFC had recagnized
cumulative expenditures of $189 miltion through June 30, 2007. At June 30, 2007, retained eamings designated for advisory services totalad
$391 million. IFC has recorded expenditures for advisory services totaling $13 million in the three months ended December 31, 2007 (317
million - three months ended Decemnber 31, 2006} and $48 million in the six months ended December 31, 2007 {$39 million - six months
ended Decernber 31, 2006).

As of June 30, 2007, IFC had designated retained earnings in the cumulative amount of $250 million for performance-based grants. IFC has
racognized cumulative expenditures of $35 million through June 30, 2007, At June 30, 2007, retained earnings designated for performance-
based grants totaled $215 million. IFC has recorded expenditures for perfformance-based grants totaling 31 million in the three months ended
December 31, 2007 (3C - three months ended December 31, 2006) and § 1 million in the six months ended December 31, 2007 {($0 million -
six months ended Decamber 31, 2006).

As of June 30, 2007, IFC had designated retained eamings in the cumulative amount of $150 million for grants 1o IDA, IFC recarded a grant to
DA of $150 million in the year ended June 30, 2007, At June 30, 2007, retained earnings designated for grants to IDA totaled $0.

On September 27, 2007, IFC's Board of Directors approved the designations of $170 million of IFC's retained earrings for advisory services,
$100 million for a Global Infrastructure Project Development Fund, and 3100 million for micre equity funds for Small and Medium Enterprise
development in IDA countries concluded in the three months ended September 30, 2007, and $500 million for a Private Sector Development
Grant program for the IDA15 replenishment to be candluded in the year ending June 30, 2008,

On QOctober 22, 2007, IFC's Board of Govemors noted with approval the designations of retained earnings approved by IFC's Board of
Directors on September 27, 2007,

Subsequent event; On March 18, 2008, IFC and IDA signed an agreement whereby IFC shall provide a grant to IDA in the amount of $500
millian for IDA to use in providing financing in the form of grants in addition to loans, all in furtherance of IFC’'s pumpose as stated in its Arfictes
of Agreement. Accordingly, IFC will record a grant expense in the amount of 3500 million in the three months ending March 31, 2008.

Designated retained earnings at December 31, 2007 and Juns 30, 2007 may be summarized as follows (US3 millions):

December 31, 2007 June 30 2007

Advisory services 3 513 $ 391
Performance-based grants 214 215
Global Infrastructure Project Development Fund 100 -
Micro equity funds for Small and Medium Enterprise development in IDA countries 100 .
Private Sector Development Grant program for the IDA 15 replenishment 500 -
Total designated retained earnings $ 1427 s fDs

NOTE | — PENSION AND OTHER POST RETIREMENT BENEFITS

IBRD, IFC and MIGA participate in a defined benefit Staff Retirament Plan {SRP), a Retired Staff Benefits Plan (RSBP) and a Post-
Employment Benelfits Plan {PEBP) that cover substantially all of their staff members.

All costs, assets and liabilities associated with thase pension plans are allocated betwsen 1BRD, IFC and MIGA based upon their employees’
respective participation in the plans. Caosts allocated to IBRD are then shared between IBRD and IDA based on an agreed cost sharing ratio.
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The following tables summarize the benefit costs associated with the SRP, RSBP, and PEBP for iFC for the three and six months ended
December 31, 2007 and December 31, 2006 {US$ millions):

Three months ended December 31,

2007 2006
SRP RSBP PEBP SRP RSBP PEBP

Benefit cost

Service cost 3 1% 3§ 2% 1 3 15 3 2% 1

Interest cost 23 3 1 21 2 *

Expected raturn on ptan assets (42} 4) . (36) (3) -

Amortization of prior service cost " - . " - *

Amortization of unrecognized net loss - * b - 1 *
Net periodic pension cost (income) $ {3) .3 1§ 2 3 P | 2.5 1
* Less than $0.5 million

Six months ended December 31,
2007 2006
SRP RSBP PEBP SRP RSBP PEBP

Benefit cost

Service cost $ 32 3 4 % 2 8 3 % 4 % 2

Interest cost 46 6 2 43 5 1

Expected return on plan assets {84) {8) - {73} {8) -

Amortization of prior service cost ' - o * - .

Amortization of unrecognized net loss - h * - 1 *
Net periodic pension cost (income) i (6)..$ 2.3 4 & -4 4.5 k]

* Lass than $0.5 million

At Decarmber 31, 2007, the eslimate of the amount of contributions expected to be paid to the SRP and RSBP for IFC during fiscal year 2008
remained unchanged from that disclosed in the June 30, 2007 consolidated financial statements: $30 million for the SRP and 38 million for the
RSBP.

NOTE J - CONTINGENCIES

In the narmal course of its business, IFC is from time to ime named as a defendant or co-defendant in various legal actions on different grounds
in various jurisdictions. Although there can be no assurances, based on the information currently available, IFC's Management does not belleve
the outcome of any of the various existing legal aclions will have a material adverse effect on IFC's financial condition or results of operations.

NOTE K - VARIABLE INTEREST ENTITIES AND OTHER CONSQLIDATED INVESTMENTS

An entity is subject to FIN 46R and is called a variable interest entity (VIE} if it lacks: {1} equity that is sufficient to permit the enlity to finance
its aclivities without additional subordinated financial support from other parties; or (2} equity invastors who have decision-making rights about
the entity's operations or who do not absorb the expecied losses or receive the expected returns of the entity proportionally to their voting
rights.

A VIE is consolidated by its primary beneficiary, which is the party involved with the VIE that absorbs a majority of the expscted losses or
receives a majority of the expected residual reluns or bath, The primary beneficiary is required to inifially measure the assets, liabilities and
noncontrolling interests of the VIE at their camrying amounts at the date on which it first became the primary beneficiary. Because certain VIEs
were created prior to the issuance of FIN 48R, it may not be practicable o determine the camying amounts of the assets, liabilities and
noncontrolling interests at the inilial date, and in such cases, the primary benaficiary must measure the assets, liabilities and noncontrolling
interasts at their fair values on the date FIN 46R is first applied. The primary beneficiary is also required to disclose information about the
nature, purposa, siza, and activities of the VIE, and collaleral and recourse craditors may have against the VIE.

An enterprise may hold significant variable interests in VIEs, which are not consolidated because the enterprise is not the primary beneficiary.

In such cases, the enterprise is required to disclose information about its involvement with and exposure to the VIE, and about the nature,
puwrpose, size, and activities of the VIE.
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An enterprise is not required to apply FIN 46R to certain entities if, after making an exhaustive effort, it is unable to obtain the information
necessary to: (1) determing whether the entity is a VIE; (2) determine if the enterprise is the primary beneficiary of the possible VIE; or (3}
perform the accounting required to consolidate a possible VIE. In such cases, the enterprise is raquired to disclose the number of entities to
which FIN 48R is not being applied, why the information requirad to apply FIN 46R is not availabla, the nature, purpose and activities of the
entifies to which FIN 46R is not being applied, and the enterprisa’s maximum exposure to the entities to which FIN 46R is not being applied.

IFC has identified six VIES in which IFC is deemed fo be the primary beneficiary at December 31, 2007,

Thrae of the VIEs have been consolidated into IFC's consolidated condensed financial statements as of December 31, 2007, All consalidated
VIEs are in the Collective Investment Vehicles sector in the Latin America and Caribbean region.

The remaining thrae VIEs in which IFC is deemed to be the primary beneficiary have not been consolidated into IFC's consolidated condensed
financial statements, as they are significantly impaired and information requirad to apply the provisions of FIN 46R is rnot available. IFC's net
investment in these three entities totals §2 million, virtually all in the primary metals sector in the Asia region. Based on the most recent financial
data available, total net assets of the thrae entiies is $6 miltion.

As a result of the consolidation of the three investments described above, IFC's consolidated condensed balance sheet at December 31, 2007
includes additional assets of $19 million in equity investments ($12 million - June 30, 2007), $1 million in receivables and other assets {33
miliion - June 30, 2007}, and additional liabilities of $5 miltien in payables and other liabiliies ($4 milion - Juna 30, 2007).

Other income during the threa months ended December 31, 2007 includes $6 million of income from consolidated entitias (33 - three months
ended December 31, 2006) and other expense includes $1 million of expenses from consolidated entitias {30 - threa months ended Decembar
31, 2006}.

IFC has identified 35 investments in VIEs in which IFC is not the primary beneficiary but in which it is deemed to hold significant variable
interasts at Dacamber 31, 2007 (27 - June 30, 2007). Based on the most recant available data from these VIEs, the size including committed
funding of the VIEs in which IFC is deamed to hold significant variable interests totaled $2,292 million at December 31, 2007 ($1,633 million -
June 30, 2007). IFC's total investment in and maximum exposure to loss to these investments in VIEs in which IFC is deemed to hold
significant variable interests, compsising both disbursed amounts and amounts committed but not yet disbursed, was 3575 million at
December 31, 2007 {$367 million - June 30, 2007). The regional and sectoral analysis of IFC's investments in these VIEs at December 31,
2007 is as follows (US$ millions):
December 31, 2007

Equity Debt
Loans vesiments _ securities Total
Europe and Central Asia 3 145 § 32 3 - $ 177
Latin America and Caribbean 199 50 - 249
Asia 57 24 - 81
Sub-Saharan Africa - 12 - 12
Middle East and North Africa 8 - - 8
Other 20 - 28 48
Total VIE investments $ 429 §_ 118 §._ 28 $ 575
December 31, 2007
Equity Crebt
Loans vestments securties Total
Finance and insurance 3 165 § 24 2 $ 191
Transportation and warehousing 94 - - 94
Collective investment vehides - 71 26 g7
Industrial and consumer products 18] 4 - 64
Air transportation 15 - . 15
Agriculture and forestry 11 - - 11
Utilities and oit, gas and mining 76 17 - 93
Other 8 2 - 10
Total VIE investments 3 429 § 118 $ 28 s LY
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NOTES TO CONSOLIDATED CONDENSED FINANCIAL
STATEMENTS (UNAUDITED)

NOTE L - THE FAIR VALUE OPTION AND FAIR VALUE MEASUREMENTS

Effective July, 1, 2007, IFC adopled the SFAS No. 157 and SFAS No. 159. SFAS No. 157 defines fair value, establishes a framework for
measuring fair value and a fair value higrarchy that prioritizes the inputs to valuation tachniques used to maasurae fair value into three broad
lavels and applies fo alt items measured at fair value, including items for which impaiment measures are based on fair value. SFAS No. 159
pemits the measurement of eligibte financial assets, financial liabilities and firm commitments at fair value on an instrument-by-instrument
basis, that are not otherwise permitted to ba accounted for at fair value under other accounting standards. The elaction to use the Fair Value
Option is available when an entity first recognizes a financial asset or liability or upon entering into a firm commitment. Additionally, SFAS No.
159 allows for a one-time election for exisling positions upon adoption. SFAS Ne, 157 and SFAS No.159 are to be applied prospectively, The
cumulative effect of remeasuring items for which the Fair Value Option has been electad effective July 1, 2007 has been reporied as an
adjustment to the July 1, 2007 balance of retained earnings.

The Fair Value Opticn

Effective July 1, 2007, IFC elected the Fair Value Option for certain borrowings, investments in equity instruments that would otheérwise require
equity method accounting, investmeants in equity investments with mare than 20% ownership wherg IFC does not have significant influence
and all other financial inlerests {loans) in the entities in which IFC has an sguity investment that would otherwise require equity methed
accounting.

All borrowings for which the Fair Value Option has been elacted are associated with existing derivative instruments used to create a fair value-
lika or cash flowdike hedge relationship, a substantial amount of which were designated as accounting hedges in accordance with SFAS No.
133. Measuring at fair value those borrowings for which the Fair Value Opfion has been glected at fair value will mitigate the eamings valatility
caused by measuring the borrowings and relatad derivative differently (in the absence of a designated accounting hedge) without having to
apply SFAS No. 133's complex hedge accounting requirements. The Fair Value Option was not elected for all borrowings from IBRD and all
other market borrowings because eamings volatility is not a concem in those cases.

Measuring at fair value those equity investments that would atherwise require equity method accouniing simplifies the accounting and renders
a carrying amount on the consolidated condensed balance sheet based on a measura {fair value) that IFC considers superior to equity method
accounting. For the investments that otherwise would require equity methad accounting for which the Fair Value Option is elacted, SFAS No.
159 requires the Fair Value Option to also ba applied to all eligible financial interasts in the same entity. IFC has disbursed loans to certain of
such investees, therefore, the Fair Value Cplion was also applied to thase loans effective July 1, 2007. IFC elected the Fair Valug Oplion for
equity investments with 20% or more ownership where it does not have significant influence so that the same measurement method {fair
value} will be applied to all equity investments with more than 20% ownership.

Fair Valua Measuremenis

SFAS No. 157 defines fair value as the price that would be received to sell an asset or transfer a liability (i.e., an exit price) in an ordery
transaction between independent, knowledgeable and willing market participanis at the measurement date assuming the ransaction oceurs in
the entity's principal (or most advantageous) market. Fair value must be based on assumptions market participants would use (inputs) in
determining the price and measured assuming the highest and best use for the asset by market participants. The highest and best use of the
IFC assets and liabilities measured at fair value is considered 1o be in-exchange, therefore, their fair values are determined based on a
fransaction to sell or transfer the asset or liability on a standatone basis, Under SFAS No. 157, fair value measurements are not adjusted for
transaction costs.

The fair value hierarchy established by SFAS No, 157 gives the highest priority fo unadjusted quoted prices in active markets for identical
urrastrictad assets and liabilities {Level 1}, the next highast priority to observable market based inputs or unobservable inputs that are
corroborated by market data from independent sources {Level 2} and the lowest priority fo unobservable inputs that are nol corroborated by
markal data {Level 3), Fair valus measuraments are required to maximize the use of available observable inputs.

Level 1 primarily consists of financial instruments whose values are based an unadjustsd quoted market prices. It includes IFC's equity
investments and borrowings that are listad on exchanges.

Level 2 incudes financial instrumants that are valued using models and other valuation methodologies. These models consider various
assumptions and inputs, including time vatue, yietd curves, volatility factors, prepayment speeds, default rates, loss severity and current
market and contractual pricing for the underlying asset, as well as other relevant economic measures. Substantially all of thesa inputs are
observable in the market place, can be derived from observable data or are supportad by observable levels at which market fransactions are
executed. Financial instruments categorized as Level 2 indude non-exchange-traded derivatives such as interest rate swaps, cross-currency
swaps, cartain asset-back securities, as well as the portion of IFC's borrowings not included in Level 1.

Level 3 consists of financial instruments whose fair value is estimated based on intemally developed models or mathodologies utilizing
significant inputs that are generally less observabla. It also indudes financial instruments whose fair value is estimated based on price
information from independent sources that cannot be comoborated by observable market data. Included in Level 3 are the majority of equity
investments for which IFC has elected the Fair Value Option.
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NOTES TO CONSOLIDATED CONDENSED FINANCIAL
STATEMENTS (UNAUDITED)

The following table provides the carrying amounts immaediately before and after applying the Fair Vafue Option and SFAS No. 157 and the
cumulative adjusiment to retained earnings and accumulated other comprehensive income as of July 1, 2007 (US $ millions):

July 1, 2007
Carryirg amount Carrying amount Net gain {loss)
prior to adoption after adaption an adoption
Loans $ 11,818 3 11,817 3 (1)
Equity invesiments accounted for at fair value in accordance
with the Fair Value Option 654 938 284
Transfer of amounis previously reported in accumulated other comprehensive
income related to equity investiments previously accounted for under the
aquity method now accounted for in accordance with the Fair Value Option 2
Bomrowings from market sources {15,817) {15,667} 150
Cumulative effect of adoption of SFAS No. 159 on retained earnings §& 435
Equity invesiments accounted for at fair value as available-for-sale § 837 § 3,762 3 2,925
Transfer of amounis previously reported in accumutated other comprehensive
income related to equity investments praviously accounted for under the
equity method now accounted for in accordance with the Fair Value Option {2)
Cumulative effect of adoption of SFAS No. 157 on accumulated other
comprehensive income 3 2923

The following tables provide information as of December 31, 2007 about IFC’s financial assets and financial liabilities measured at fair value
on a recurring basis. As required by SFAS No. 157, financial assets and financial liabilities are dassified in their entiraty based on the lowest
level input that is significant to the fair value measurement {US3 milions):

At _Decernber 31, 2007

Lovel 1 Level 2 Level 3 Total
Trading securitias 3 - H 7,603 $ 5,195 $ 12,798
Loans (outstanding principal balance $23} - - 22 22
Equity investments 3,544 - 2,577 6,121
Debt securities - - 1472 1,472
Derivative assets - 1439 95 1,534
Total assets at fair value S 3544 s 9,042 $ 9,361 5 21947

At December 31, 2007

Level 1 Leval 2 Level 3 Total
Borrowings {outstanding principal balance $18,519%) 3 7,497 $ 10,060 3 - 3 17,557
Derivative liabilities - 1,166 12 1,178
Total liabilities at fair value [ 7,497 [ 11,226 $ 12 $ 18235

* includes discount notes with principal due at maturity of $1,800 with a fair value of $1,204 as of December 31, 2007
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NOTES TO CONSOLIDATED CONDENSED FINANCIAL
STATEMENTS (UNAUDITED)

The following table presents the changes in the camying value of IFC's Level 3 financial assets and financial liabilities for the three and six
months ended December 31, 2007 {US $ millions);

Level 3 financial assets and financial fabilities
Three and six months ended December 31, 2007

Trading Equity Debt Derivative Derivative
securities Loans investments _ securitias assets liabilities
Balance as of July 1, 2007 $ 6747 § 28 § 1824 5 733 8 60 $ 3
Total gains (losses) {realized and unrealized) for
the three monihs ended September 30, 2007 in:
Net income (23} 2 27 12 (2) {3}
Other comprehensive income - - 657 28 - .
Purchases, issuances and seflements {1,259) {1) 57 379 {29) -
Balance as of September 30, 2007 5465 § 29 § 2565 §$ 1152 3§ 29 § -
Total gains (losses) {realized and unrealized) for
the three months ended December 31, 2007 in:
Netincome {66) - 146 2 37 12
Other comprehensive income - - 29 10 - -
Purchases, issuances and seftlements {240) {7 66 308 29 -
Transfers in {out) of Level 3 36 - (229) - - -
Balance as of December 31, 2007 $__S5195 § 22 § 2577 § 1472 § 95 3 12
For the six months ended December 31, 2007:
Unrealized gains included in net income 3 104 3 {1y § 101 3§ - 3 37 3 12
Unrealized gains included in other comprehensive income  § - 5 - § 29 § 21§ - % -

Gains (losses) realized and unrealized, from trading securities, loans and equity instruments included in net income for the period are reported
on the consolidated condensed income statement in income from liquid asset trading aclivities, interest and financial fees from loans and debt
sacurities and income from equity investments, respectively.

As of December 31, 2007, equity invastments, accounted for at cost, less impairment, with a carrying amount of $120 million were written
down to their fair value of $96 millicn pursuant to EITF 03-1 - The Meaning of Ofher-Than- Temporary impairment and its Application to Certain
invesimaents, resulling in a loss of 324 million, which was included in incaeme from equity investments in the consolidated condensed income
statament during the six months ended December 31, 2007. The amount of the write down is based on a Level 3 measure of fair value.

NOTE M - RESTATEMENT

Historically, IFC has not bifurcated certain embedded derivatives or accounted for certain derivatives associated with its loans, debt securities
and equity investments. Thesa comprise put opfions, call options, income participation featuras, prepayments, warrants and lpan conversion
features, {FC has determined that, in accordance with SFAS No. 133, cerlain of these should have been accounted for as derivatives,
rasulting in the recording of derivative assets and liabilities, measured at fair value. This application of SFAS No. 133 resulted in a
rgstatement of praviously reported results, This restatemant, necessary to corract the historical application, resulted in a decrease in net
income of $92 million and $117 million for the three and six months endad December 31, 2006 prasented in these consolidated condensed
financial staterments.

IFC has also determined that, in accordance with SFAS No 115, certain oans in the amount of $94 million at June 30, 2007 should have been
raclassified as debt securilies. IFC has further determined that the carrying value of debt securities should have bean dacreased by $16
million at June 30, 2007 to reflact fair value at that date. These applications of SFAS No. 115 resulted in a restatement, necassary to comact
the historical application, of previously reported other comprehensive income of $16 million and $20 million for the three and six months endad
December 31, 2008 presented in these consolidated condensed financial statements.
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The following table summarnize the effect of the restatlement on IFC's consolidated condensed incoms statement for the three months ended
December 31, 2006 presented in these consolidated condensed financial statements (US $ millions):

Three months ended December 31, 2006

As previously
reported Adjustments As Restaled
Income Statement:
Other income
Foreign currency transaction {Josses} gains on non-frading activities 3 <] 3 (6) $ -
Total other income 30 {8) 24
Other expenses
Foreign currency transaction {losses) gains on non-trading activitres - . 2 2
Total other expenses {132} 2 {130}
Income before expenditures for advisary services, performance-based
grants and net gains {Josses) on other non-trading finandial instrurnents
accounted for at fair value 1,180 {4) 1,176
Net gains {fosses} on other non-trading financial instruments accounted
for at fair value 19 {88) {69)
Net income 1,182 {92) 1,090

Tha following tables summarize the eflect of the restatement on IFC's consolidated condensed incorme statement and consolidated condensed
statement of cash flows for the six months ended Decamber 31, 2006 presented in these consolidated condensed finandal statements (US $
millions);

Six months ended December 31, 2006

As previously
reported Adiustrnents As Restated
Income Statement:
Other income
Foreign cumency transaction {losses) gains an non-trading activities ) 7 $ T 3 -
Total other income 48 {7 41
Other axpenses
Foreign cumrency transaction {losses} gains on non-frading activities - 3 3
Total other expenses {252) 3 {249)
income before expenditures for advisory services, performance-based
grants and net gains {losses) on other non-trading financial insiruments
accounted for at fair value 2,072 (4 2,068
Net gains {fosses) on other non-trading financial instruments accounted
for at fair value 74 {113) {39)
Net income 2,107 {t17) 1,980
Statement of Cash Flows:
Loan disbursements (2.784) 154 (2,630)
Equity disbursements {431) 39 (392)
Investments in debt securities - {193) {193)
Loan repaymenis 1,276 {3) 1,273
Equity redemptions - 1 1
Debt securities repayments 2 2

Net income 2,107 {(t117) 1,990
Adjustments to reconcile net income to net cash provided by {used in)
operaling activitias:

Foreign currency transaction losses {gains) on non-trading activities {7} 4 {3}
Net losses {(gains) on other non-trading financial instruments accounted

for at fair value (74) 113 39
Change in payables and other liahilifies 987 14 1,001
Changs in receivables and other assets {636) {14) (650)
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The following tables summarize the effect of the restatement on IFC's consolidated condensed balance sheet as of June 30, 2007 presented
in these consolidated condsnsed financial statements (US $ millions):

As of June 30, 2007

As previously
reported Adjustments As Restated
Balance Sheet:
Assets
Loans 3 12,744 $ {94) 3 12,650
Net loans 11,912 (94) 11,818
Debt securities 855 78 733
Total investments 15,812 {16) 15,796
Derivative assels 1,086 65 1,151
Total assets 40,550 49 40,599
Liahilities
Darivative liabiliies 1,123 162 1,285
Total liabilities 26,420 162 26,582
Capital
Accurnulated other comprehensive income 436 6 442
Retained earnings 11,329 {119) 11,210
Total capital 14,130 {113} 14017
Total lizbilites and capital 4(,550 49 40,599
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REPORT OF INDEPENDENT ACCOUNTANTS

President and Board of Governors

International Finance Corporation

We have reviewed the accompanying consolidated condensed balance sheets of International Finance
Corporation ([FC) as of December 31, 2007, and the related consolidated condensed income statements and
the consolidated condensed statements of comprehensive income for ‘the three-month and six-month
periods ended December 31, 2007 and 2006, and the consolidated condensed statement of changes in
capital, and of cash flows for the six-month periods ended December 31, 2007 and 2006. These
consolidated condensed interim financial statements arc the responsibility of IFC's management.

We conducted our reviews in accordance with the standards established by the American Institute of
Certified Public Accountants. A review of interim financial information consists principally of applying
analytical procedures and making inquiries of persons responsible for financial and accounting matters. It
is substantially less in scope than an audit conducted in accordance with auditing standards generally
accepted in the United States of America, the abjective of which is the expression of an opinion regarding
the financial statements taken as a whole. Accordingly, we do not express such an opinion.

Based on our reviews, we are not aware of any material modifications that should be made to such
consolidated condensed interim financial statements for them to be in conformity with accounting
principles generally accepted in the United States of America.

We have previously audited, in accordance with auditing standards generally accepted in the United States
of America, the consclidated balance sheet, including the statement of capital stock and voting power, of
IFC as of June 30, 2007, and the related consclidaled income statement, consolidated statements of
comprehensive income, of changes in capital and cash flows for the fiscal year then ended (not presented
herein); and in our report dated August 2, 2007 (February 11, 2008 as to the effect of the restatement
discussed in Note X to the consolidated financial statements as of June 30, 2006), we expressed an
unqualified opinion on those consolidated financial statements. In our opinion, the information set forth in
the accompanying consolidated condensed balance sheet as of June 30, 2007 is fairly stated, in all material
respects, in relation to the consolidated balance sheet from which it has been derived.

As discussed in Note M to the consolidated condensed interim financial statements, the accompanying
consolidated condensed financial statements for December 31, 2006 have been restated.

As discussed in Note L to the consolidated condensed interim financial statements, effective July 1, 2007,

IFC adopted SFAS No. 157, “Fair Value Measurement” and SFAS No. 159, “The Fair Value Option for
Financial Assets and Financial Liabilities- Including an amendment of FASB Statement No. 115.”

b&/ﬂm N Tk Li ¥

March 21, 2008

Member of
Deloitte Touche Tohmatsy

126



Information Statement

International Finance Corporation

& K
= %
P P
§ -4
% 2

Q &

e 1%

<4 c®
FINAN

No person is authorized to give any information or 10 make any representation not contained in this
Information Statement, or any prospectus, information memorandum or offering circular, or related offering
document. Any information or representation not contained herein must not be relied upon as having been
authorized by IFC or by any dealer, underwriter or agent of IFC. Neither this Information Statement nor any such
prospectus, information memorandum or offering circular, or related offering document, constitutes an offer to sell
or solicitation of an offer to buy Securities in any jurisdiction to any person to whom it is unlawful to make such an
offer or solicitation in such jurisdiction. .

~

Except as otherwise indicated, in this Information Statement (1) all amounts are stated in current United States
dollars translated as indicated tn the potes to the consolidated linancial statements, Note A — Summary of
significant accounting and related policies, translation of currencies and (2} all information in this Information
Statement is given as of June 30, 2007.
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The following information regarding an issue of US$1,000,000,000 aggregate
principal amount of Notes due May 15, 2013 (the “Notes™) by International Finance
Corporation (the “Corporation”) under its Global Medium-Term Note Program is being
filed pursuant to Rule 3 of Regulation IFC. As authorized by Rule 4 of Regulation [FC,
certain information may be provided in the form of a Prospectus and other comparable
documents. In the case of the Notes, the relevant issuing documentation is the Information
Statement dated April 25, 2008 (the "Information Statement™), the Prospectus dated
November 17, 1999 (the "Prospectus”), the Program Agreement, as amended, and
Standard Provisions dated as of November 17, 1999, as amended (the *Program
Agreement™), the Uniform Fiscal Agency Agreement between the Corporation and the
Federal Reserve Bank of New York effective July 20, 2006 (the “Uniform Fiscal Agency
Agreement”™), the Pricing Supplement dated as of April 21, 2008 (the "Pricing
Supplement”), and the Terms Agreement dated as of April 21, 2008 (the "Terms
Agreement”), each of which is either attached as an Exhibit hereto or incorporated by
referral from previous SEC filings made by the Corporation.

ltem 1. Description of Obligations

See, generally, Pricing Supplement,

(a) Title and Date. US$1,000,000,000 3.50 per cent Global Notes due May 15,
2013.

Notes will be originally issued and available in uncertified book-entry form
(“Book-entry Notes™) through the Federal Reserve Bank of New York and
held by certain financial institutions as Holding Institutions and as
deposttories for Euroclear Bank NV/SA and Clearstream Banking, soci€té
anonyme, Luxembourg. Book-entry Notes will be exchangeable in like
aggregate principal amount without charge pursuant to the provisions of
“Exchanges and Transfers”. After original issuance, all Book-entry Notes
will continue to be held by such Holding Institutions and will not be
exchangeable for Notes in definitive form. A “Holding Institution” ts a
depository or other designated institution that has an approprate book-
entry account with a Federal Reserve Bank or Branch. See Pricing
Supplement, Description of the Notes and Terms and Conditions of the
Notes, Conditions | and 7.

(b) Interest Rate/Interest Payment Date. 3.50 per cent per annum payable
semi-annually in arrears on May 15 and November 15 in each year,
commencing November 15, 2008. See, Pricing Supplement, Description
of the Notes.

(c) Maturity Date. May 15, 2013.




(d)

(e)

(g)

()

(i)

Redemption Provisions/Amortization Provisions. The Notes are not
redeemable prior to maturity. See Pricing Supplement, Terms and
Conditions of the Notes, Condition 4.

Kind and Priority of Liens. Not applicable.

Priority of Obligations. The Notes will constitute direct, unconditional,
general and unsecured obligations of the Corporation and will rank pari
passu and without any preference among themselves and pari passu with
all other outstanding unsecured and unsubordinated obligations for
borrowed money of the Corporation.  See Pricing Supplement, Terms and
Conditions of the Notes, Condition 2.

Amendment of Terms.

The Corporation shall only permit any modification of, or any waiver or
authorization of any breach or proposed breach of or any failure to comply
with, the Uniform Fiscal Agency Agreement or the Terms and Conditions
of the Notes, as modified, supplemented and amended by the Pricing
Supplement, if to do so could not reasonably be expected to be materially
prejudicial to the interests of the Noteholders. See Prospectus at p. 3 1.

Other Material Provisions. Application has been made to list the Notes on
the Luxembourg Stock Exchange.

Fiscal/Paying Agent. The Fiscal Agent is the Federal Reserve Bank of
New York, 33 Liberty Street, New York, N.Y. 10045; the Listing Agent
(Luxembourg), Paying Agent and Transfer Agent is Dexia Banque
Internationale a Luxembourg, S.A., 69 route d'Esch, Luxembourg, L-2450,
Luxembourg.



Ttem 2. Distribution of Qbligations

)] Plan of Distribution. See, generally, Prospecius, cover page, pp. 45-47, the
Program Agreement, and the Terms Agreement.

The Dealers party to the Terms Agreement, have severally agreed to
purchase the Notes at an aggregate purchase price of 99.546 per cent of the
aggregate principal amount of the Notes. See p. 1 of the Terms
Agreement.

(b) Stabilization Provisions. J.P. Morgan Securities Ltd. has been appointed
Stabilization Manager.

(c) Responsibility of Each Underwriter/Withholding of Commissions. See
generally Program Agreement and Terms Agreement.

[tem 3. Distribution Spread

See Pricing Supplement, “Provisions Relating to Distribution”.

Item 4. Discounts and Commissions to Sub-Underwriters and Dealers

See Item 2(a) above.

Item 5. Other Expenses of Distribution

Not applicable,

Item 6. Application of Proceeds

The net proceeds will be used for general operations of the Corporation in
accordance with its Articles.




Item 7. Exhibits

A

w

o 0

Information Statement (April 25, 2008)‘,1

Prospectus (November 17, 1999);

Program Agreement and Standard Provisions (as of November 17, 1999)%
Uniform Fiscal Agency Agreement (effective July 20, 2006)>
Amendment No. 1 to Program Agreement (as of December 31, 2001);'1

Resolution No. IFC 2007-0055 adopted June 29, 2007 by the Board of
Directors of the Corporation;

Pricing Supplement (as of April 21, 2008);
Terms Agreement (as of April 21, 2008);

Legal Opinion of Jennifer A. Sullivan, General Counsel of the Corporation
dated Apnil 28, 2008;

Legal Opinion of Jennifer A. Sullivan, General Counsel of the Corporation
dated April 28, 2008; and

Certificate of an Officer of [FC pursuant to clause 6.1 of the Standard
Provisions dated April 28, 2008.

Incorporated by reference from filing pursnant to Rule 2(a)(3) of Regulation IFC dated April 28, 2008.

Filed on December 20, 1999.

Filed on August 14, 2006,

Filed on April 15, 2003.
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wp oF TERRINER . ,_ '
CEE SR TE FRANEY INTRRNATIONAL FINANCE CORPORATION

RESOLUTION NO. IFC 2007-0055

FYOS Fundin'o" Authorization

WII} RI"AS, the Corpor ation has’ dctummed that 1t is in the Cmpmahon s best
interest to borrow funds in various markels or from other sources in specilicd
currencies or currency units from time to time and, for that purpose, to issne s -
notes, bonds, structured debl matmlm,ma or olhcr evidences of mdcbtcdncv;
("Obligations’ ) -

WHIEREAS, by Resolution No. IFC 9/ ’)(: dpplO\ cd by the Bmld of ]“Jnccto:s on
June 19, 1997, the Corporation i1s aulhormd 10 1cpmchasc redecm or, tcndel for,
from ime to time, oulstanding Oblig ahons issucd by the Corporation. in vanous -
markels and denominated in various cuncncm or cmrcncy units; ‘

'WHERIIAS, lhc Corporation has determined that it is in its best mlethl to be able
(o increase its funding authosity during FY08 in order o prefund a portion of the
Corporation’s FY09 borrowing requiremients after completion of the I'Y08 funding
prograni;

NOW, THEREFORE, BETT RLS()LV[-'D AS FOI JLOWS:

(A) THAT, during the period from July 1, ?007 thnouph June 30, 2008 (both
dates inclusive), the Corporation is authorized 1o borrow, in various markets or
from other sources (including without Yimitation from the International Bank for

- Reconstruction and Development (“IBRD”), to the extent scparately authorized by
the Board of Directors of IBRD and the Corporation) and in vacious currencles or
currency units, and for that purpose to issuc its Obligations, in an aggregate
principal amount (or in the casc of zero coupon or decp discount Obligations the
aggregale pross proeceds) not to exceed US$5,000,000,000 equivalent, delummud
by any Authorized Officer (defined in parageaph (G) below) on the basis of
cxchange rates prevailing as of the dates on which the financial terms of the
respeclive horrowings are agreed, such Obligations 1o be in such form and
denominations, and 1o bear such interest rate, maturity and other terms, as shall be
approved by any Authorized Officer; :

P
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| (B) ¢ THAYT, during the period from Tuly 1, 2007 through June 30, 2008 (ho"th

dates inelusive), subject to completion of its FY07 funding program in accordance
with -the authority granted under paragraph ‘(A) above,” and Tor purposcs of
prefunding a portion of the Corporation’s FY(09 borrowing requircment, the
Corporalion‘is authorized (o horrow, in various markets and-from other sources and
in various curicncics or currency units, and for that purpose o issue its Obligations
n an agglcoqlc principal amount” (01 in-the case of zcro coupon or deep discount
Obligations, :the aggregale “gross proceeds) not 1o -exceed US$1,000,000,000
cquivalent, determined. by any Authorized Officer on the basis of exchangc mhs
prevailing as of the dales on wlu(‘h the financial tenms of the 1cspccl1vc, bouowmp':
arc agreed, such Ob]loallons to hc in ‘such form and denoininations, and 10 béar
such inlerest rate, maturity ; md othm icrms, as shall be :Ip])iO\'C(] by any Authorizid
Officer;

ro.
H

() JHA[ with 1cspccl t0' any issue of Obhgahon lmdm (lie lmms andl
conditions of which the Corporation is oblipaled or may clect to redeem or prepiy
such Obligation before maturity, any Authorized Officer is hercby anthorized, in th
name and on behall of the Coiporation, 1o clect to redecm and to call for
redemption and redecn, or 1o prepay such Obligations upon (he {enns and

conditions specified thergin, at such time or times as such Authorized Officer shall

deem advisable, in accordance wilh the 1n'1nda101y or oplional 1(,dcmpnon or
pr (‘p'l)'l]'lf‘nl plovmons of such Obllpallon :

» - l[IAl‘ during (he ponod from inly 1, 2007 lhmm'h 'lunc 30, 7008 (bolh
dates inclusive), the Corporation is anthorized to borrow such additional amounts

“(detenmined by any Authorized Officer on the basis of exchange rates prevailing s

of the dates on which the financial terms of the respective borrowings are agreed),
and for thal purpose issue and scll additional Obligations, in an aggregale principal
amount (or, in the case of zcro coupon or deep discount Qbligations, the aggregale
gross proceeds) not fo exceed the aggregale principal amount of the Obligations
prepaid, repurchased, redeemed or tendered for by the Corporation during the sfunc
period pursuant to 'mlhouty g: anted under paragraph (C) abovc

() ’I LIAT, subject (o reccipt of lcqumlc approvals  from mcml)f"l
governments pmsu'mt to the Corporation’s Articles of Agreement, any Authorize sl
Officer is authorized, in the name and on behalf of the Cosporation, 1o of (er and séll
all or any part of the Obligations authorized under paragraphs (A), (B), (C) or (),
at such price and on such terms, to such purchasers and upon such other terms and
conditions as shall be approved by such Authorized Officer, and, in connection with
such offer and sale, any Authorized Officer is hereby authorized, in the name and
on behalf of the Corporation, to: (i) issue, execute and deliver such Obligations,
and receive, or arrange for receipt of, payment therefore; (ii) issue and/or publnh
or authorize the issuance and/or publication, of any prospectus, offering circular ot
other offering documentation relating to such Obligations; (iii) apply, if necessary,
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for the listing of such Obhnallom or on appropriate stock exchanges; and/or (iv)
cnter into, exceute and deliver such agreements, instruments and other documents,

" and to take such other action, as such Authorized Officer shall deemn ncccss*ny or
advisable, in order. fully lo carry mto effect the uansactmns authorized by lhlg
* Resolution;

= (1) THAT, wnh 1cspccl fo Obligations, or coupon? issued in connection
E 1hcacwnh any Aulh()ugcd Officer may sign by mdnml or fauumlo qlfnatme, and

Gy lI]AI, ﬂ& nscd hcmm lhc lerm "Aulhouzcd OITh e Ineans any of Ihc )
: following officers of the Corporation, acting ) jointly or scver ally, in the name and oh
' -bvhalf of the Corporation: (1) the Pmslduﬂ the xecutive Viee President and nny
" Vice President of the Cor poration; and (i) any other officer of the Corporatioh
designated in writing for this purpose by the President, the I'mcutwc Vice President -
. or cmy Vice President of the Cmpo: ation. ‘ -
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This document (“Pricing Supplement”) is issued to give details of an issue of Noles (the "Noles™)
by International Finance Corporation (the “Corporation”) under its Global Medium-Term Note Program
and to provide information supplemental to the Prospectus referred to below.

This Pricing Supplement supplements the terms and conditions set out in the Prospectus dated -
November 17, 1999, which is made a part hereof as if set forth herein and all documents incorporated by
reference therein (collectively, the “Prospectus”), and should be read in conjunclion with the Prospectus.
Unless otherwise defined in_ this Pricing Supplement, capitalized lerms used herein have the same
meaning as in the Prospectus.

- The issue of the Notes was authorized by ~a resolution of the Board of Directors of the
Corporalion, Resolution No. 2007-0055 of the Corporation dated Junc 29, 2007.

" This Pricing Supplement does not conslilute, and may not be used for the purposes of, an offer or -
~solicitalion by anyone in any jurisdiction in which_-sué_h offer or solicilation is not aulhorized or to'any
“person to whom it is unlawiul to make such offer or solicitalion, and no action is being taken to perrnit an

offering of the Notes or the distribution of this Pricing Supplement in any jurisdiction where such actien is -
required. : : B ‘ :

.. THE NOTES ARE NOT REQUIRED TO BE-AND HAVE NOT BEEN REGISTERED UNDER
THEU.S. SECURITIES ACT OF 1933, AS AMENDED {THE “SECURITIES ACT"). THE DISTRIBUTION
OF THIS PRICING SUPPLEMENT OR THE PROSPECTUS AND THE OFFERING OR SALE OF THE
NOTES IN CERTAIN JURISDICTIONS MAY BE RESTRICTED BY LAW. PERSONS INTO WHOSE
POSSESSION THIS PRICING SUPPLEMENT OR THE PROSPECTUS COMES ARE REQUIRED BY
THE CORPORATION, THE DEALERS AND THE ARRANGER (AS DEFINED iN THE PROSPECTUS)
TO INFORM THEMSELVES ABOUT AND TO OBSERVE ANY SUCH RESTRICTION. FOR A
DESCRIPTION OF CERTAIN RESTRICTIONS ON OFFERS AND SALES OF NOTES AND ON
DISTRIBUTION OF THIS PRICING SUPPLEMENT OR THE PROSPECTUS, SEE “PLAN OF
DISTRIBUTION” IN THE PROSPECTUS.

THE NOTES ARE NOT OBLIGATIONS OF THE INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT OR OF ANY GOVERNMENT.
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DESCRIPTION OF THE NOTES

The U.$.$1,000,000,000 3.50 per cent Global Notes due May 15, 2013 (the “Noles”) will be
direct, unconditional; general and unsecured obligations of the Corporation ranking par passu and
without any preference among themselves and pari passu wilh alb other outstanding unsecured and
unsubordinated obligations for borrowed money of the Corporation.  Interest on the Notes at a rate of
3.50 per cent per annum will accrue from and including April 28, 2008 (the “Issue Date”) to but excluding
their date of maturity and will be payable in U.S. dollars semi-annually in arrear on each May 15 and
November 15 of each year, commencing November 15, 2008 (the first interest payment is in respect of a
period longer than semi-annual). s ‘ '

Original Issuance

On original issuance, ali Noles will be issued as Book-entry Notes through the Federal Reserve
Bank of New York and hetd by cerlain financial institutions as lHolding Instilutions and as deposilories for
Euroclear Bank NV/SA (“Euroclear"}, and Clearstream Banking, sociélé anonyme {"Clearstream”). After
original issuance, all Book-entry Notes will cantinue to be held by such Holding Inslitutions and will not be
exchangeable for Notes in definitive form.  The terms “Book-gntry Notes™ and "Holding instilutions” are
defined under “Terms and Conditions” below, .. :

1

Book-entry System’

The Federa! Reserve Bank of Now York, as Fiscal Agent, will take delivery of and hold-Book-
entry Notes as record owner and cuslodian for Holding Institutions located in the Second Federal
Reserve District. Holding Institutions located in other Faderal Reserve Districts can hold Book-entry
Notes through their respective Federal Reserve Bank or Branch. Transfers of Book-entry Notes belween
Holding Institutions can be made through the Federal Reserve Book-enlry Syslem.

The aggregate holdings of Book-entry Notes of each Holding Institution will be reflected in the
book-entry account of such Helding Institution with ils Federal Reserve Bank or Branch. Each Holding
Institution, and each other intermediate holder in the chain to lhe ultimate bencficial owner, will have the
responsibility of eslablishing and maintaining accounts for ils customers having intcrests in Bock-entry
Notes. With respect to Book-cntry Notes, Federal Reserve Banks will be responsible only for maintaining
the book-entry accounts of Holding Institutions, effecling transfers on the books of the Federal Reserve
Banks, ensuring that paymens from the Corporation, through the Federal Reserve Bank of New York, are
credited to appropriale Holding Institutions, transmitling {o the Corporation, threugh the Federal Resarve
Bank of New York, any notices received from holders of Book-enlry Notes pursuant to the provisions
described under “Terms and Conditions—Events of Default” and transmitting to Holding Institutions any
nolices required under any repurchase or redemption provisions of the Notes. Federal Reserve Banks
will act only on ihe instruclions of Holding Institutions for which they maintain Book-enlry Notes. The
Fedcral Reserve Banks will nol record pledges of Book-enlry Noles.

The Corporation will not impose fees in r-espoct of Book-entry Notes; however, owners of Book-

entry Noles may incur fees payable in respect of the maintenance and operation of the book-entry
accounts in which such Book-entry Notes are held.

2-

DC_LANGL:232021



TERMS AND CONDITIONS

The following is the text of the terms and conditions that will apply to the Notes to which
this Pricing Supplement relates. This fext supersedes and replaces the section entitled “Terms
and Conditions of the Nofes” in the Prospectus in ifs entirely. :

1. Aggregate Principal Amouht, Form and Denominatidns

Each Note is one of _an.:éuthorized issue of Notes in the aggregale principal amount of
US$1,000,000,000 known as the IFC U.5.$1,000,000,000 3,50 per cent Global Notes due May 15, 2013,

Notes will be originally issued and availuble only in uncerlificated book-cntry form ("Book-entry
Noles”), in. denominations of US$1,000 or any integral mulliple thereof. Book-entry Notes will be -
exchangeable in like aggregate principal amount without charge pursuant {o the provisions of “Exchanges
and Transférs”. RPN . '

2. Status

The Notes constilule direct, unconditional, general and unsecured obligalions of the Corporalion -
ranking pan passu and without any prefercnce among themselves and pari passu with all other
oufstanding unsecured and unsubo_'rdinated obligations for bprrowed money of the Corporation.

THE NOTES ARE -NOT ODBLIGATIONS OF THE INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVEL OPMENT OR OF ANY GOVERNMENT.

3. Payments of Principal and Interest

The principal of and interest on (he Notes will be payable at a designated office or agency of the
Corporation in New York City in such coin or currency of the Uniled Stales of America as at the time of
payment is legal tender for public and private debts (“U.S. dollars” or “U.5.%"); provided that, al the
Corporation's oplion, principal of and interest on Book-eniry Noles may be paid by credit fo Federal
Reserve Bank or Branch accounts of Holding Institutions (as defined below) holding such Book-entry
Noles (including as depositories for Furoclear and Clearstream, for the benefit of holders of Noles
through Euroclear and Clearstréam, respeclively). A “Molding Institution” is a depository or other
designaled institution that has an appropriate book-entry account with a Federal Reserve Bank or Branch.
The Federal Reserve Bank of New York, 33 Liberty Street, Now York, New York 10045, will act as the
Corporation’s fisca! agenl (the "Fiscal Agent”} for the Noles pursuant to a Fiscal Agency Agreement.

If any date for payment in respect of any Note is ot a day on which the Federal Reserve Bank of
New York is open for business (a ‘Federal Reserve Business Day"), the holder thereof shall not be
entitled to payment until (he next following Federal Reserve Business Day, and no further interest shall be
paid in respect of the delay in such payment.

The Noles will bear interest from and including April 28, 2008 to but excluding their date of
maturity at the rate of 3.50 per cent per annum, payable semi-annually in arrear on each May 15 and
November 15 of each year, commencing Novernber 15, 2008 (ihe first interest payment is in respect ofa
period longer than semi-annual). Should the Corporation fail to redeem ihe Notes when due, inlerest
shali not cease to accrue but shall continue to accrue until the actual redemption of the Notes but not
beyond the fifteenth day afler a publication is made by lhe Fiscal Agent to the effect that the necessary
funds for redemption have been provided 1o the Fiscal Agenl. Where interest is to be calculated in
respect of a period of other than one year, it will be calculated on the basis of a 360 day year of 12
months of 30 days each.

.3-
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4. Redemption and Purchase

Unless previously purchased and cancefled, the Notes will be redeemed by the Corporation at
malurity on May 15, 2013 at 100 per cent of their principal amount. The Notes are not redeemable prior
{o malurity. The Corporalion may at any time purchase Noles al any price in the open market or
otherwisc. Notes purchased by the Corporation may be surrendered for caneellation,

5. Title

The Corporation may deem and treat the Federal Reserve Bark of New York, in respect of all
Book-cniry Notes, as the absolute owner thereof for afl purposes whatsoever notwithstanding any notice
to the contrary; and all payments to or on the order of the Federal Reserve Bank of New York and such
régistered owner, respectively, shall be valid and effectual to discharge the liability of the Corporation
upon the Book-entry Notes o the extent of the sum or sums so paid. As cuslodian of Book-entry Notes,
the Federal Reserve Bank of New York may deem and lreal the olher Federal Reserve Banks and
Branches, and Holding Institutions localed in the Second Federal Reserve District, holding any Book-
entry Note as the absolute owner thercoi for all purposes whatsoever notwithstanding any notice to the
contrary; and all payments: to or on the order of such Federal Reserve Banks or Branches or Holding
Institutions, as the case may be, will be valid and effectual to discharge the respansibitity of the Federal
Reserve Bank of New Yark with respect lo such Book-entry Note to the exlent of the sum or sums SO
paid. o N : D

6. Record Date -

The record date for the purpose of payrent of inlerest or principal on the Noles shall be as of the
ciose of business at the Federal Reserve Bank of Now York on the day preceding any inlerest payment
date for holders of Book-entry Notes, [f any such day is not a Federal Reserve Business Day, the record
date shall be the next preceding Federal Reserve Busingss Day.

7. Exchanges and Transfers

Book-enlry Notes may be transferred between Halding Inslitutions, in Federal Reserve Districts
where the respective Federal Reserve Banks have adopled appropriate procedures, in accordance with
such procedures. Transfers of Book-enlry Notes between holders through Euroclear or Clearstream and
holders through Holding Instilutions will be effected through the book-entry accounts of the Holding
institutions with the Federal Reserve Bank of New Yark, thereby increasing or decreasing each Holding
Instilution’s respective holdings of the Noles on behalf of Euroclear or Clearstream. Noles may be
transferred between participants within Euroclear and within Clearstream, and belween Euroclear and
Clearslream participants, in accordance with procedures established for this purpose from time to time by
Euroclear and Clearstream.

8. Events of Default

If the Corporation shall either (a) fail to pay when due the principal of, premium (if any), or interest
on any Note or (b) fail to pay when due in aggregate an amount equal to or exceeding U.S.$20,000,000
or its equivalent in any other relevant currency or currencies of the principal of, premium (if any), or
interest on, any Note of another series, or any noles, bonds or similar obligations (other than the Notes)
which shall have been issued, assumed or guaranteed by the Corparation and, in either casc, such failure
shall continue for a period of 90 days, then at any lime thereafler and during the continuance of such
failure, the holder of any Note may deliver or cause lo be delivered (through the holder, if any,
immediately preceding it and any other intermediate holder in the chain to the Federal Reserve Bank of
New York, and then through the Federal Reserve Bank of New York) to the Corporation at its principal
office in the Cily of Washington, District of Columbia, Uniled States of America, written nolice that such
holder elects to declare all Notes held by it (the CUSIP number and aggregale principal amount of which
shall be set forth in such notice) to be due and payable, and on the thirtieth day after such notice, shatl be

A
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so delivered to the Corporation, such Notes shall become due and payable together with accrued interest
thereon, unless prior to thal time all such defaulls theretofore exisling shall have been cured.

9. Notices .

All notices regarding the Notes shall be published (a) so long as the Notes are listed on the
Regulaled Markel of the Luxembourg Stock Exchange, on the Luxembourg Stock Exchange website
(www bourse.lu) or in a leading daily newspaper in gilher the French or German language and of general
circulation in Luxembourg and (b} in a leading daily newspaper in the English language and of general
circulation in New York. Il is expected that such notices will normally be published in ‘the o'Wort in
Luxembourg and The Wall Street Journal in New York. ' :

10. Taxalion

United States Intemal Rovenue Service Circular 230 Notice: To ensure compliance with United
Stales Inlernal Revenue Service Circular 230, prospective holders ‘are hereby notified thal: (a) any
discussion of U.S. federal lax issues contained or referred to in this Pricing Supiplement or any docurment
referred Lo -hérein is not inlended or writteni to be used, and cannot be used by prospective holders for the
purpose of avoiding penalties that may be imposed on them under the United Siates internal Rovenue
Code: (b) such ‘discussion is wrilten for use in connection with the promation or marketing of the
transaclions or fatters addressed herein; and (c) prospective holders shouid seek advice based on their
particular circurristances from an independent tax advisor. : ' o

The Note_é (and any interest thereon) are not exempt from taxation gencrally.

Under the Articles of Agreement constituling the (_:orporalion,: the Corporation is not under any
obligation 1o withhold or pay any lax imposed by any member country in respect of the Notes.
Accordingly, payments in respect of principal, premium (if any), and inlerest due on the Notes will be paid
{6 the Fiscal Agent without deduction in respect of any such tax. |

Under the Arlicles of Agreement constituting the Corporation, payments in respect of principat,
premium {if any), and interest due on the Noles are not subject lo any tax by a member (i) which tax
discriminates against the Noles solely because they are issued by the Corporation, or (i} i the sole
jurisdiction basis for the tax is the place or currency in which the Noles are issued, made payable or paid,
or the location of any office or place of business maintained by the Corporation.

Please refer to the Prospectus for a discussion of relevant U.S. Federal tax laws.

11. Further Issues

The Corporation may from time to time without the consent of the holders of the Notes create and
issue further Noles so as to form a single issue with the Noles.

12. Governing Law

The validily and the terms and conditions of the Notes will be governed by the laws of the State of
New York.

.5-
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PROVISIONS RELATING TO DISTRIBUTION

a. (i) If syndicaled, names of
Managers:

2 (i) Stabifizing Manager:

IR (11} Commissions and
- Concessions: -
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J.P. Morgan Securitics Ltd.
Nomura thlernational plc

BNP Paribas Sccuritics Corp.

Citigroup Global Markets Inc.

Daiwa Securities SMBC Europe Limited
HSBC Bank plc .
Morgan Stanley & Co. International plc
UBS Limited :

J.P. Morgan Securities Ltd,

Combined management and utderwriting
commissior.and se¢lling concession of 0.100 per
cent of the principal amount of the Notes,

s
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b. Additional selling reslrictions:

DC_LAND}:232021

The paragraph contained in the “Sales
Restrictions” section set out under the heading
“United Kingdom” in the seclion entitled "Plan of
Distribution” in the Prospeclus shall be deemed
to be deleled and replaced with the following:
“Each of the Managers has represented and
agreed that (i) it has only communicated or
caused lo be communicated and will only .
communicate or cause to. be communicaled any
invitation or inducemerit to engage in inveslment
activity (within the meaning of section 21 of the
Financial Services and -Markets Act 2000) .
received by it in connection with the issue or sale
of any Notes in circumslances in which section
21(1) of the Financial Services and Maikets Act
2000 does not apply to Lhee Issuer, and (i) it has
complied and will comply with all applicable
provisions of the Financial Services and Markets
Act 2000 with respact to- anything done by it in
relation to such Notes in, from or otherwise
involving the United Kingdom.”

The ~paragraph contained in the “Sales
Restrictions” section set out under the heading
“Singapore” in the section entited “Plan of
Distribution” in the Prospectus shall be decmed
to be deteled and replaced with the following:
“This Pricing Supplement and {he Prospeclus in
relation 1o the issue of the Notes have not been
registered as a prospectus with the Monetary
Authority of Singapore.  Accordingly, each
Manager represents, warranis and agrees thal it
has not offered or sold any Notes or caused lhe
Noles to be made the subjcct of an invitation for
subscription or purchase nor will it offer or sell the
Notes or cause the Notes to be made the subject
of an invitalion for subscription or purchase, nor
has it circulaled or distribuled nor will it circulate
or distribute this Pricing Supplement, the
Prospectus or any other document or material in
connection with the offer or sale, or invitation for
subscriplion or purchase, of the Notes, whether
directly or indireclly, Lo persons in Singapore
olher than (i) lo an institutional investor under
Section 274 of the Securities and Futures Act,
Chapter 289 of Singapore (the "SFA”), (i) to a
relevant person pursuant to Section 275(1), or
any person pursuant to Section 275(1A), and in
accordance with Lhe condilions specified in
Section 275, of the SFA or (iii) otherwise
pursuant 1o, and in accordance with the
conditions of, any olher applicable provision of
the SFA”



OPERATIONAL INFORMATION

a. (i) 1SIN:

i) CUSIP:
b. Common Code:
c. Delivery:

OTHER RELEVANT TERMS

a. Listing:
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The paragraph contained in the “Sales
Reslrictions” section set out under the heading
“France” in the seclion entitled *Plan of
Distribution” in the Prospectus shall be deemed
to be deleted and replaced with the following:
“Each Manager understands that any offer of the

‘Notes in France pursuant lo this Pricing

Supplement and the Prospectus falls within
Article L411-2 of the Code monélaire et
financier, and ~that neither this Pricing

- Supplemenl nor.- the Prospectus have been

reviewed by the Auforité des marchés financiers.”

The paragraph® contained in  the “Sales
Restrictions” section set oul under the heading
“Japan” in the section entiled “Plan of
Distribution” in- the Prospectus shall be décmed
to be deleted and replaced with the following:
“Each Manager understands that the Noleés have
not been and will not be registered under the
Financial Instruments and Exchange Law of
Japan (Law No: 25 of 1948, as amended) and,
accordingly, each Manager undertakes that it will
nol offer or sell any Notes, directly or indirgctly, in
Japan or to, or for the benefit of, any Japanese
Person or 1o others for re-offering or resale,
directly or indirectly, in Japan or lo any Japanese
Person except under circumstances which will
resull in compliance with all applicable laws,
regulations and guidclines promulgaled by the
relevant Japancse governmental and regulatory
authorities and in ¢ffect at the relevant time. For
the purposes of this paragraph, "Japanese
Person™ shall mean any person resident in
Japan, including any corporation or other entity
organized under the laws of Japan."

US45950KAT79
45950KATY
036078235

Delivery against payment

The Regulated Market of the Luxembourg Stock
Exchange
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STABILIZING

In connection with this'issuc and for a fimited period after the issue date, the Stabilizing Manager '
may over-allot or effect transactions with a view to suppaorting the market price of the Notes al & level .
higher than that which might otherwise prevait. There may be, however, no obligation on the Stabilizing
Manager 1o do this. Such slabilizing, if commenced, may be discontinued al any time, and must be. .
brought to an end after a limited period. R '

MATERIAL ADVERSE CHANGE STATEMENT

There has beei_‘i no raterial adverse change in the financial position or prospects of the
Corporation since the ‘date of the Financial Statemenls included in the most recently published:
Information Statement of the Corporatiorn. : o

RECENT DEVELOPMENTS

On November 21, 2007, the Corporation decided {o restale the audiled consolidated financial’
statements for ils fast three fiscal years ended Jung 30, 2007, and lo delay the completion of its
consolidated condenscd financial stalemenls for the first quarter of the fiscal year ended September-30,
2007. On February 12, 2008, the Corporation issued its reslated audited consolidated {inancial”
stalements for its last three fiscal years ended June 30, 2007, and on February 13, 2008, (he Corporation-
issued ils consolidated condensed financial stalements for the three months ended September 30, 2007
As a result of this process, the completion of the -Corporation’s consolidated condensed financial
statements for the three and six months ended Decoember 31, 2007 was aiso delayed; these financial
stalements were issued on March 21, 2008. '

As disclosed in Note X ‘to the Corporation’s restated FY07 consofidated financial statements,
historically, the Corporation has not bifurcaled ceilain embedded derivatives or accounled for certain
derivatives associated with its loans, debt securities and cquity investments. These comprise put options;
call options, income participation fealures, prepayments, warrants and loan conversion fealures. The
Corporation has delermined that, in accordance with SFAS No. 133, cerlain of these should have been
accounted for as derivatives, resulting in the recording of derivative assets and liabilities, measured at fair
value. This application of SFAS No. 133 resulled in a reslatement of previously reported results. This
restatement, necessary to correct the historical application, resulls in an increase in reported retained
earnings at July 1, 2004 of $24 millien, and the following changes in reported nel income for the periods
presented in the restated FY07 consolidated financial stalements:

a decrease in net income of $106 million for the year ended June 30, 2007,
a decrease in net income of $14 million for the year ended June 30, 2006, and
a decrease in net income of $1 million for the year ended June 30, 2005.

The Corporation has also determined that, in accordance wilh SFAS No 115, certain loans in the
amount of $94 million al June 30, 2007 should have been reclassified as debl securities. The Corporation
has further determined that the carrying value of debl securities should have been decreased by $16
million at June 30, 2007 (increased by $56 million - June 30, 2006) to reflect fair value al the respeclive
dates. These applications of SFAS No. 115 resulted in a restatement, necessary {o correct the historical
application, of previously reported net income and other comprehensive income for the periods presented
in the reslated FY07 consolidated financial statements:

a decrease in net income of $22 million for the year ended June 30, 2007,
a decrease in other comprehensive income of $50 million for the year ended June 30, 2007; and
an increase in other comprehensive income of $56 million for the year ended June 30, 2006.

9-
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The quarterly results for all impacted interim periods in the years ended June 30, 2007 and
June 30, 2006 have also been restaled. See Naote Y - Selected Quarterly Financial Data to the restated
FY07 consolidated financial statements for an analysis of the changes and a reconciliation of amounts
previously reported and the reslated amounts presented in these restated consolidated financial
statements. ‘ : s

In conneclion with the restatement, the Corporation has identified a material weakness in ils
internat control over financial reporting and as a result has concluded that it did not maintain effective
internal control over external financial reporing presenled in conformity with accounting principles
generally accepted in the Uniled States. Accordingly, the Corporation is implementing improvements lo
inlernal controls and procedures over the accounting for derivative instruments associated ‘with the
investment portfolio. s :

RESPONSIBILITY -
The Corporatibn accepls responsibility for the information contained in this Pricing. Supplement

which, when read together with the Prospectus referred to above, contains all that is material in the
coniex! of the issue of-the Noles. - : : . -

Signed on beha‘_if of the Corporation:

-.-S—”‘»' Q-\'_ ,}h S GL'Q

Duly authorized signatory

A0-
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ANNEX H
yeonCiYED EXECUTION COPY

RN s ,hlf.!-v- .
SORPORATE TERMS AGREEMENT NO. 796 UNDER
' ' THE STANDARD PROVISIONS

.. Dated as of April 21, 2008

International Finance Corporation
2121 Pennsylvania Avenue, N.W.
Washington, D.C. 20433

1 The undersigned agree to purchase from you (lhe “Corporation”) the Corporation's
" 1).8.$1,000,000,000 3.50 per cent Global Notes due May:15, 2013 (the “Notes”) described
in the Pricing Supplement, dated.as of the dale hereof in the form of Annex | herelo {the
“Pricing Subplemcnt") on April 28, 2008 (the "‘Settle_r_nen't' Date™) al an aggregate
purchase” price of US$995,460,000 (which is 99.546-per cent of the aggregate principal
amount of the Notes) on the terms set forth herein and in the Standard Provisions, dated as
of November 17, 1989 (as amended from time to time, the “Standard Provisions”),
incorporated herein by reference. In so purchasing the Notes, each of the undersigned
underslands and agrees that it is not acling as an agent of the Corporation in the sale of

the Notes.

2 When used herein and in the Standard Provisions as so incorporated, the term "Notes”
refers to the Noles as defined herein and the term “Dealer(s)" refers to the undersigned. All
other terms defined in the Prospectus, the Pricing Supplement relaling to the Notes and the
Standard Provisions shall have the same meaning when used herein.

3 The Corporation represents and warrants o the undersigned that the representations,
warranties and agreements of the Corporation set forth in Clause 2 of the Standard
Provisions (with the term “Prospectus” revised (o read the “Prospectus as amended and
supplemented with respect lo Notes al the date hereof”) are true and correct on the date
hereof.

4 The obligation of cach of the undersigned to purchase Notes hereunder is subject to the
accuracy, on the date hereof and on the Selilement Date, of the Corporation's
representations and warranties conlained in Clause 2 of the Standard Provisions and to the
Corporalion’s performance and observance of all applicable covenants and agreements
contained therein, in each case with respect to the Notes. The obligation of each of the
undersigned to purchase Notes hereunder is further subject to the receipt by the
undersigned of an officer’s certificate of the Corporation substantially in the form referred 1o
in Clause 6.1, and the secretary's certificate of the Corporation referred to in Clause 6.2, of
the Standard Provisions, dated as of the Settlement Date.

5 The obligation of each of the undersigned to purchase Notes hereunder is further subject to
the receipt by the undersigned of (iya comfort letter of the Corporation’s accountants
addressed to the undersigned and dated the Settlement Date, and (ii) the validity opinion of
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the Corporation’s internal counsel (or a reliance letler relating thereto) referred to in Clause
6.3 of the Standard Prowswns provided, the delivery of such validity opinion (or a reliance
lelter relating therelo) by the Corporation shall be subject to the condition that counsel 10

-the undersigned also shall have delivered a validity- opinion (or a reliance lclter relating

thereto) to the undersigned on the Settlement Date; (iii} the disclosure letter of the

_corporalion’s internal counsel referred to in Clause 8.5 of the Standard Provisions, and

(iv) the disclosure letter of Sullivan & Cromweil LLP referred to in Clause 6.5 of the
Standard Provisions.

The Corporation agrcéé that it will issue the Notes; and each of the Managers named
below severally and not jointly agrees to purchase the principal amount of the Notes set

fortl opposite its name on Schedule | hereto, at: ‘the pwchase price specified above (being

equal o the issue price of 99 646 per cont less a combmed management and underwriling
commx ssion and scllmg concesqnon of 0.100 pcr cenl of the principal amount).

_Paymenl for and dchvery of the Notes shcrﬂ he made each against the other on the

Seltlement Date. The Notes shall be delivercd in Book-entry form to the following account
at the Federal Reserve Bank of New York: ABA No. 021000021 JPMCHASEADSL; and
payment for the Noles shall be effecled by transfer of the purchase price specified above in
immediately available funds to the Corporation's account al the Federal Reserve Bank of
New York: ABA No. 021-082-162. )

In accordance with the provisions of Clause 4.6 of the Standard Provisions, the Managers
have appoinled J.P. Morgan Securities |.td. as Stabilizing Manager with respect to this
issug of Notes.

The Corporation hereby appoints each of the ur_sder)signéd as a Dealer under the Standard
Provisions solely for the purpose of the issue of Notes lo which this Terms Agreement
relates. Each of the undersigned accepts such appointment, whereupon it shali be vested,
solely with respect to this issue of Notes, with all authority, rights and powers of a Dcaler
purchasing Notes as principal set oul in the Standard Provisicns, a copy of which il
acknowledges it has roceived.

In consideration of the Corporation appointing each of the undersigned as a Dealer under
the Standard Provisions solely with respect to this issue of Notes, each of the undersignad
hereby undertakes for the benefit of the Corporation ang each of the other Dealers, thal, in
relation to this issue of Notes, it will perform and comply with all of the duties and
obligations expressed 1o be assumed by a Dealer under ihe Standard Provisions.

Each of the undersigned acknowledges that such appointment is limited to this particufar
issue of Notes and is not for any other issue of Notes of the Corporation and that such
appointment will terminale upon issue of the relevant Notes, but without prejudice to any
rights (including, without limitation, any indemnification rights), dulies or obligations of each
of the undersigned which have arisen prior o such termination.

For purposes hereof, {he notice details of each of the undersigned are set out in
Schedule i hereto.
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All notices and other communications hereunder shall be in writing and shall be transmitled
in aocordance wilh' Clause 10 of the Standard Provisions.

If a default occurs with respect to one or more of the several underwriting commitments to
purchase any Notes under his Agreement, Managers who have not defaulied with respect
to their respective several underwriting commitments will take up and pay for, as nearly as
practicable in proportion to their respective several undenwriting commitments, Notes as lo
which such default occurred, up to but not-ﬁzxceeding in the aggregate 20 per cent of the
principal amount -of the Notes for which the non-defaulting Managers were originaily
commilted; provided, however, that if the aggregate principal amount of Notes as to which
such default occurred exceeds 16. 667 per-cent of the principal amount of the Notes, the
non-defaulling Managers shali be enmled to lerminate this Agreement without any liabiity
on the part of any non-defaulting Managers Nothing herein will relieve a defaulting
Manager from Inbd:ty {or its defaull. - ’

This Terms Agreement shall be govern_ed by and construed in accordance with the laws of
New York. - - S N

This Terms Agrcemenl may be execulcd by any one or more of the parties hereto in any
number of counterparts, each of whlch Shd" be deemed to be an original, but all-such

respective counterparts together shall constitute one and the same instrument.
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J.P. Morgan Securities Lid.

Normura International plc

BNP Paribas Securities Corp.

Citigroup Global Markets Inc.

Daiwa Securities SMBC Europe Llrmted
HSBC Bank ple

Morgan Staniey & Co. tntamatlonal plc
UBS Lsmned

By: J.P. MORGAN SECURITIES 'LTD.

MJ@&[}LIL J’\ Noulhin

Name: ELIZAR GH - NOWTON
Tltle A ey in Fact for each of (he
Several Managers named above

CONFIRMED AN ACCEPTED, as of the
date first written above:

INTERNATIONAL FINANCE CORPORATION

By: = ’i-\ *x\h
Name:

Title:
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SCHEDULEI

Joint Lead Managers
JP. Morgan Securities Ltd.

Nomura International plc

'Co—l\.ﬂé.mag;érs
ﬁNP_ Paribas SecurilziQS C'orp.
Ciligroup Global M-agkelsf-l_.nc.
Daiwa Securitiés Sl\'ftﬁi’;C-i:E.urc;pe Limited
HSBC Bank plc |
Morgan Stanley & Co. Inlernational plc

UBS Limited

Total:

DC_LANOI:232100

Underwriting Commitments (USD)
in Principat Amount of Notes

$470,000,000

$470,000,000

$1o,oo’0,ooé
$10,000,000.
$1o,00(tj_.;ood_{
$10,000,000
$1 0,00(.)-,000'

$10,000,000

$1,000,000,000



SCHEDULE Il

Notice Details of each‘Lcad Manager:

DC LANO1:232100

" J P. Morgan Secuities LLd.

125 London Wall

l.ondon EC2Y 5AJ

'. -England,

;" Attention: Furo Medium Term Nole Desk
Tel: 44 207 779 3469

. Fax: 44 207 777 9153

Nomura internationat plc

. Nomura House

1 &t. Marlin's-le-Grand
London EC1A ANP
England

Attention: MTN Trading

. Tel: 44 207 521 5652

" Fax: 44 207 5212616
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" ].P. Morgan Sccurities Ltd. CHISE OF INTERHATICT
Nomura International plc CURPORATE FINAMIL
on behalf of the Managers '

April 28, 2008

clo J.P. Morgan.Securities Ltd.
125 London Wall

London EC2Y. 5A]

United Kingdom

International Finance Corporation
US$1,000,000,600 3.50 per cent
Global Notes due May 15, 2013 (the “Nofes™)
Series 796 issued pursvant to its
Global Medium-Term Note Program .

Ladies and Gentlemen:

1 am the General Counsel of Internationat Finance Corporation (the “Corporation”)
and, as such, 1 am delivering thns opinion o you today in connection wilh the 18sue and sale
today by the Corporation of its US$1,000,000,000 3.50 per cent Global Notes due May 15,
2013 (the “Notes™), under the Standard Provisions dated as of November 17, 1999, as
amended by Amendment No. 1 to Program Agreement, dated as of December 31, 2001
(the “Standard Provisions™), and the Terms Agreemont dated as of April 21, 2008, between
the Corporaiion and the Managers listed on Schedule A hereto (the “Terms Agrecment”).
Capitalized terms vsed in this opinion without definition have the respective meanings
specified in the Standard Provisions.

fn so acting 1 have reviewed (i) the procecdings of the Corporation authorizing the
issuance of the Notes, and (ii) the documents relating to the issunance and sale of the Notes.
The Notes will be issued as Book-entry Notes through the Federal Reserve Bank ol New
York.

In connection with such review, 1 have cxamined among other things:

(a) the Articles of Agrecment, By-Laws and Rules of Procedure
for Meetings of the Board of Directoss of the Corporation;

(b) Resolution No. 1FC 2007-0055 approved by the Board of
Directors of the Corporation on Junc 29, 2007, relating, mter

alia, to the authorization, creation, exceution, 1ssuc and sale
of the Noies;

2121 Pennsylvania Ave., N.W. Washington, D.C. 20433 USA » Phone: (202) 477-1234 * Facsimile: (202) 477-6391



(c)

the Standard Provisions, including the forms of Terms
Agreement and Appointment Agreement atiached thereto;

the Program Agreement dated as of November 17, 1999, as
amended by Amendment No. 1 to Program Agreement,

“dated as of December 31, 2001, between the Corporation

and Morgan Stanley & Co. Intcrnahonal Limited (the
“Program Agxccment s

the Uniform Fiscal Agency Agrecment effective July 20,
2006 between the Corporation and the Federal Reserve Bank
of New York, as [iscal Agent (the “Unitorm: }‘]SCB] Agency
Agrecment’);

the Prospectus dated November 17, 1999 (the “Prospectus™);

the Pricing Supplement dated as of April 21, 2008;

the Terms Agreeniet; and

such other documents relating to the ’m[houmnon creation,
exccution, issuc, sale and delivery of the Notes, and the
authorization and cxeccution of the Terms Agreement,
Pricing Supplement, Program Agrcement and the Uniform
Fiscal Agency Agreement, and such other documentation as
1 have deemed necessary or appropriate for the purposes of
this opinion.

Based upon the foregoing and such Jegal cansiderations as | deem relevant, I amt of

ihe opinion that:

0

(i)

(iii)

the Corporation is an international organization duly
established and existing under its Articles of Agreement;

the Corporation has oblained all governmental approvals and
other consents, approvals and other authorizations required
pursuant to the Articles of Agreement for the execution and
delivery Ly it of the Terms Agrecment and the Pricing
Supplement and for the creation, execution, issuc, sale and
delivery of the Notcs;

the Corporalion has full legal capacity under its Articles of
Agreement to enter into, and perforin its obligations under,
execute and carry out the terms of the Terms Agreement and
the Uniform Fiscal Agency Agrecment, to execule the
Pricing Supplement and to execute, deliver and perform its




(iv)

(v)
(vi)

(vii)

(viii)

(%)

(x)

obligations under any Notes, and to carry out the terms of
the Notes as sel forth in the Pricing Supplement;

the Notcs have been duly authorized, issued and delivered
and constitute: valid and legally binding obligations of the
Corporation in accordance with their terms; :

the Pricing Supplement and the Terms Agreement have been
duly authorized, cxecuted and delivered by the Corporation; -

the Program Agreement has been duly authorized, cxccuté‘d.
and delivered by the Corporation;  ° ' '

the Uniform Fiscal Agency Agreement has been duly
authorized,-exceuted and delivered.by the Corporation and
assiming die authorization, exceution and delivery thereof:
by the other partics thereto, the Uniform Fiscal Agency
Agreement consfitules a valid and legally binding obligation
of the Corporation; ' B

after giving effcet (o the issuc and sale of the Notes, the
Corporation will be in compliance with the borrowing
lnitations sct forth in Atticle TIT, Scction 6(i) of its Articles
of Agreement,

under existing law it is not necessary in conncction with the
public offering and sale of the Notes lo register the Notes
under the U.S. Sccuritics Act of 1933, as amended; and

the Corporation will have filed as of the date hereof with the
United Stales Sccurilies and Exchange Commission a report
containing the information and documents specified in
Schedule A of Part 289 of Title 17, Chapter 11 of the Codc of
Federa) Regulations, in connection with the sale of the Notes
pursuant to the Program  Agreement and  the Terms
Agreement.

In giving the opinions stated in paragraphs (i), (iv), (v), (vi) and (vii) hereof, I
express no opinion as to New York law, which law is expressed (o govern the Uniform
Fiscal Agency Agreement, the Terms Agreement and the Notes, respectively, and as to
which you have received today an opinion from Sullivan & Crom well LLP dated the date

hereof.



* This opinion is addressed to you solely for your bencfit and no one, other than
yourselves, may rely thereon without my express consent, except that Sullivan & Cromwell
LLP, in connection with its legat opinion dated the date hereof, may rely on the opmion set

forth herein.

Very truly yours,

lenniferiA, Bdlhivan
General Counsel
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Nomura International plc

BNP Paribas Sccuritics Cofp.

Citigroup Global Markets Inc.
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‘Morgan Stanley & Co. International ple

"UBS Limited
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J.P. Morgan Sccurities Lid. T
Nomura International plc

on behalf of the Managers

c/o 1.P. Morgan Securities Ltd.

125 London Wall .

London EC2Y 5AJ
United Kingdom .

hiternational Finance Corporation .

) US$1,000,000,000 3.50 per cent  ©
~ Global Notes due May 15, 2013 (the “Notes”)
: Scries 796 issued pursvant to its

Global Medivm-Term MNote Program.

Ladies and Gentlemen:

This is with reference fo the Prospectus dated November 17, 1999, as amended or
supplemented from time to time, and any documenls incorporated therein by reference
(collectively, the “Prospectus”) of International Finance Corporation (the “*Corporation”),
relating to the issuance from time to time of Global Mecdium-Term Notes, and with
reference to the Pricing Supplement dated as of April 21, 2008 (the “Pricing Supplement™)
to the Prospectus in connection with the issue and sale by the Corporation of 1is
1JS$1,000,000,000 3.50 per cent Global Notes due May 15, 2013 (the “Notes”) under the
Standard Provisions dated as of November 17, 1999, as amended by Amendment No. ] to
Program Agreement, dated as of December 31, 2001, and the Terms Agreement dated as
of April 21, 2008 betwcen the Corporation and the Managers listed on Schedule A hereto.

The Prospectus and the Pricing Supploment have been prepared under my
supervision, and 1 am generally familiar with the operations of the Corporation as a result
of the performance of my dutics as General Counscl of the Corporation. Although 1 have
not independently verified the accuracy, completeness or fairness of all statements
contained in the Prospectus and the Pricing Supplement and do not assume responsibility
therefor, nothing has come to my aitention which has caused me to believe that the
Prospectus tead together with the Pricing Supplement, as of the date hercof, contains any
untrue statement of a material fact or omits to state any material fact necessary in order (o
make the statements therein, in the light of the circumstances under which they were made,
not misleading.

2121 Pennsylvania Ave., N.W. » Washington, D.C. 20433 USA » Phone: (202) 477-1234 * Facsimile: (202) 477-6391

ANNEX J



L

This letier does not relate to the financial statements or other financial data
contained in the Prospectus or incorporated thercin by reference. In rendering the
forcgoing, we have relied, with their approval, upon the opinion of Sullivan & Cromwell
LLP delivered to us dated the date hereof relating to certain tax matters.

This Jetter is furnished by me as Gencral Counsel of the Corporation addressed to
you as Managers and is solely for your beneft.

Very truly yours,

lenntfer A. Sullivan
. Gencral Counsel
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1.P. Morgan Securitics Ltd.
Nomura International ple
“BNP Paribas Securities Corp.
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HSBC Bank plc

Morgan Stanley & Co. International ple -

" UBS Limited
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J.P. Morgan Sccuritics 1.td.
Nomura International plc -
on behalf of the Managers

c/o).P. Morgan Sccurities Litd.

125 London Wali :

London EC2Y 5A) i .
United Kingdom ' '

_intcrnational Finance Corporation
- US$1,000,000,000 3.50 per cent,
Glohal Notes due May 15, 2013 (the “Notes”)

.+ Series 796 issued pursvant to its
Global Medium-Term Note Program

Ladies and Gentlemen:

1 yefer to the Standard Provisions dated as of November 17,1999, as amended by
Amendment No. 1 (o the Program Agreement, dated as of December 31, 2001 (the
“Standard Provisions”) relating 1o the offering of Global Medium-Term Notes of
Internationat Rinance Corporation (the “Corporation”) and the Terms Agreement dated as
of April 21, 2008 between the Corporation and the Managers named therein (the “Terms
Agrecment”) relating to the Notes. ' ’

Being a duly authorized signatory, I hereby certify, pursuant to Section 6.1 of the
Standard Provisions, that (1) the represcntations and warranties of the Corporation
contained in Clause 2 of the Standard Provisions are true and correct on and as of the date
hereof. and (it) the Corporation has performed all of its obligations to be performed under
the Standard Provisions and the Terms Agreement required to be performed on or priot (o
the date hercof. ' ‘

Yours faithfully,

INTERNATIONAL FINANCE CORPORATION

By RUe

Authorized Signatory

END
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